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PREFACE 




A comprehensive fiscal policy is impossible without a proper system of 
financial planning and reporting at all levels of government. Moreover, an 
adequate set of budgetary data and financial accounts is a prerequisite for 
social accounting. 

The presentation of financial programmes by Member Governments, there¬ 
fore, assumes particular significance. If the budget is to serve as an instru¬ 
ment for the formulation of employment targets and development pro¬ 
grammes and for the measurement of the central government’s contribution 
to the current level of a country’s income and employment, it must have 
an appropriate structural framework. 1 

A number of Economic and Social Council resolutions have urged greater 
attention to the mobilization of domestic savings for development purposes 
and a systematic plan for financing economic development. 2 More recently, 
the Statistical Commission also indicated its interest in a study of the prob¬ 
lem of international comparability of statistics published by governments on 
revenue, expenditures and the public debt. 3 

The main reason for presenting this study to the third session of the Fiscal 
Commission is, however, that no regional or any other kind of international 
co-ordination of government programmes can be effectively executed with¬ 
out some common basis of budgeting and financial reporting. The disparity 
of methods of presentation, the diversity of fiscal calendar dates of indi¬ 
vidual countries, are matters of concern to an international organization 
which strives to improve co-operation in the economic and social fields. This 
study deals with the basic methods of presentation. It is hoped that ques¬ 
tions of policy such as fiscal timing, planning, execution and control will 
be the object of further studies. 

The study was prepared in the Fiscal Division of the Department of 
Economic Affairs. 

1 E/1840. 

2 A/1541. 

8 E/1696/Rev.l/Sections 106 and 107. 
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INTRODUCTION 


The structure and classification of central government budget receipts and 
expenditures is an important problem for many countries. Effective govern¬ 
ment fiscal policy for an economy as a whole can be formulated only on 
the basis of accurate information and current reporting of activities in the 
government sector. The budget must serve, in many countries, as an instru¬ 
ment for the formulation of full employment targets and development pro¬ 
grammes. As economic development expands, there is an increase in gov¬ 
ernment activities dealing with production, trade and financing. For both 
under-developed and developed countries the presentation of central govern¬ 
ment budget data should be linked with the schematic form of the national 
income or social accounts. This serves the purposes of internal or national 
comparability and also of international comparability which has assumed 
increased importance in connexion with recent international or regional 
programmes of co-ordinating fiscal policies of governments. 


Problems of structure and classification of the central government accounts 
are bound up with budget procedure (formulating and adopting the budget) 
and budgetary management (programme planning and execution and post- 
budgetary control). In practice it is not possible to divorce budget classifica¬ 
tion and structure from budget procedure and management. However, for 


present purposes, an attempt has been made to effect this separation, so far 
as possible, and to deal with questions of structure and classification alone. 
This treatment may be justified on the ground that current interest in 
budgetary reform and economic development has centred attention on ques¬ 
tions of budget classification and structure. Reliable and intelligible data 

on central government activities are a prerequisite to the effective formula¬ 
tion of public policy. 


The public sector of the economy includes the central government, its 
undertakings and funds, and the provincial and local governments, with 
their undertakings and funds. This paper will be devoted principally to the 
problems of classification and structure of the central government activities. 
However, the budget principles and techniques which are considered here 
are also relevant, with some exceptions, to the budget structures and classifi¬ 
cations of provincial and local authorities. The application of structural and 
classification techniques to provincial and local authorities will be consid¬ 
ered briefly at the end of this paper (see section V). 

A central government budget has two purposes: one is to serve as the 
major tool of executive management and legislative control and the other 
is to reveal information significant to economic analysis and at the same 
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time provide the framework for a policy of stability and development. 
The structure of the budget is determined not only by the objectives of the 
budgeting process but also by the institutional patterns and requirements 
of the national governments. Consequently, it is impossible to devise a uni¬ 
formly valid standard of classification for the components of estimates of 
expenditures and receipts which together constitute the ensemble of the 
budget structure. However, there are certain fundamental principles which 
are common to rather large categories of national budgets and which, allow¬ 
ing for variations, can be suggested as optimal in providing the basic fiscal 
data required for economic analysis. Specific classification systems reflect 
the general industrial, social or economic development of a country and 
also reflect the refinement in the government’s economic machinery. Thus, 
in some cases, where data respecting public and private payments are avail¬ 
able, the government budget may be analysed in connexion with the na¬ 
tion’s economic budget. 

The nature of the economy determines in many cases the effects of certain 
categories of receipts. Thus, in an export economy, characteristic of many 
under-developed countries, tax or royalty payments on production from 
natural resources which are owned by companies located outside the country 
may be made from funds outside the country, with no corresponding reduc¬ 
tion in disposable income within the country. The taxes on the production 
and on the sale of commodities will reduce the domestic disposable income 
only when they are paid from funds available within the country. The struc¬ 
ture of the budget and its interpretation should if possible be adapted to 
such special situations. 

The separation of capital and current accounts has often been used as 
an instrument for policy guidance to determine expenditures which could 
be met wholly or partly by loans and wholly or partly by taxes. The present 
analysis does not suggest any such policy and therefore does not attempt 
to be orthodox in arriving at water-tight separations. Nevertheless, an attempt 
is made to give general guidelines in the separation of current and capital 
accounts, not from the point of view of policy guidance but from the point 
of view of determining how large a part of government funds is used for 
investment purposes. It should also be possible to use the distinction be¬ 
tween capital and current accounts to ascertain the changes in net public 
assets or liabilities. In order to achieve these results, more or less arbitrary 
classification procedures are inevitable and no universally applicable tech¬ 
nique can be devised. Refinements here depend in part upon the possibility 
of inventory appraisal and the feasibility of establishing depreciation al¬ 
lowances either in a physical or in an accounting sense. 

The need for rapid economic development has led to the creation of 
autonomous public corporations in many under-developed countries. Nation¬ 
alization of industry or commerce has produced similar juridical entities. 
Such corporations are of the general category of public undertakings, known 
in budgetary procedure for a very long time but of increased importance 
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during recent decades. The enterprise activities of government, whether of 
a development or commercial nature, such as a trading activity, must be 
treated by different accounting methods than those applied to regular depart¬ 
ments and agencies. Commercial accounting is a method better suited to the 
requirements of the public undertakings. In spite of the need for their 
separation from the general accounts, enterprise accounts must be presented 
in such a way as to permit the inclusion of the aggregate net results of all 
government operations so that a consolidated picture of the net cash con¬ 
tribution of the public sector to the national economy can at all times be 
estimated. 

While proper separation of economically significant items is a prerequisite 
for economic analysis, it must never be regarded as a substitute for it. For 
example, it is important for a central government to be able to analyse the 
impact of government activities on levels of income, employment and 
prices. The measurements which are a prerequisite for this analysis will 
include “net inflationary or deflationary effect”, “income effect” and “money 
supply effect”. These conceptions differ, although each is useful for particu¬ 
lar types of analysis. All of thefse measurements are designed to provide 
the materials for tracing the economic contribution of government activity. 

But no one of these measurements will disclose all the information needed 
for analysing the impact of government activity. Accurate measurement of 
a deficit or surplus is important as a tool of economic analysis, but taken 
by itself, the amount of a deficit or surplus can at best be a rough indica¬ 
tion of the effect of government activity. A deficit, for example, may or may 
not be equivalent to an increase in inflationary pressure within the economy. 
On the expenditure side, a government outlay for goods and services will 
have a differing impact than an equivalent monetary outlay for loans to 
enterprise. Interest payments on the public debt will have different reper¬ 
cussions on levels of economic activity than payments to pensioners. Neither 
are tax receipts of a homogeneous character for purposes of economic anal¬ 
ysis. Income tax receipts will generally affect the volume of private sav¬ 
ings more than an equivalent receipt from commodity taxation. Levies on 
employers to support social insurance payments will differ in their effects 
from levies on employees. Significant measurements of the change in char¬ 
acter, direction and volume of government activity are essential for eco¬ 
nomic analysis; the measurements are only a first step in the appraisal of 
the total effects of government activity. Appropriate budgetary classification 
can greatly facilitate the task of securing these measurements. 

The questions of classification and budget structure treated in this study 
do not fall into neat categories. For purposes of convenience in presentation 
they will be grouped as follows: 

I. Comprehensiveness in budgeting; 

II. Current and capital account; 

III. Revenue classification; 
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IV. Other issues; 

V. Classification in provincial and local budgets; 

VI. The applicability of classification systems. 

The appendix describes a system of central government accounts which 
would meet most of the requirements of economic analysis. These accounts 
are not intended as “models”, but rather as illustrations of the classifica¬ 
tion problems discussed in the body of the study. 
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L COMPREHENSIVENESS IN BUDGETING 

The first requirement of modern budgeting is that the government ac¬ 
counts should be comprehensive in order to present a complete picture of the 
financial programme of the government. The accounts should present the 
total extent of the government’s influence on the economy, not only in the 
form of its contributions to the national product or national income but 
also through such income-redistributing factors as subsidies, social security 
benefits and tax revenues. All government programmes should lie within 
the scope of the budgetary controls which have been established to imple¬ 
ment the responsibilities of the executive and the legislature, although the 
methods of application of these controls vary according to the types of 
activity. The budget should reflect all receipts and expenditures of the 
central government, and thus, by definition, should embrace the whole of 
the public sector controlled by the central government. Very often, the pub¬ 
lic sector shades off into the private sector so that somewhat arbitrary, or 
conventional, dividing lines must be established. 

A. Definition of Receipts and Expenditures 

Receipts and expenditures resulting from government activities other 
than production, trading and finance, should be included in the general 
budget on a gross basis, i.e., without deduction of related expenditures or 
receipts, in order to indicate their scope as well as their net effect. 

All special accounts, including earmarked revenues which have been es¬ 
tablished as part of the administration of government activities, should 
be shown as an integral part of the general budget. All inter-departmental 
transactions should be eliminated from budgetary receipts and expenditures 
in order to avoid over-stating their respective levels. Budgetary receipts 
should include taxes, profits from public undertakings, income from prop¬ 
erty and other revenue. However, the so-called “balancing” items of re- 
ceipts and expenditures, such as proceeds from borrowing and redemption 
of debt, should be excluded. It would also be preferable to treat certain 
types of monetary operations, such as profits resulting from a currency 
devaluation or losses resulting from a currency appreciation, in the same 
manner as borrowings or debt redemption. Receipts of foreign grants should 
likewise be excluded. Transactions excluded from budgetary receipts and 
expenditure should, however, be included in any statement showing the 
government’s consolidated cash position, indicating the method of financing 
the gap between total expenditure and receipts. 
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B. Transactions of the Public Undertakings 

Public undertakings should generally be included in the budget on a net 
basis. The budget should reflect the operating deficits or surpluses of public 
undertakings engaged in trade, production and financing activities and it 
should show the capital operations of public undertakings. 

The nature of the activities of public undertakings is essentially different 
from that of the administrative departments of the government and therefore 
requires different treatment. While the activities of the latter consist largely 
in the disbursements of funds over which the treasury maintains a system 
of strict controls at each step of their disbursement, the public undertakings 
in the course of their activities extend trade credits or receive them and are 
affected by revaluation of their inventories. To control their activities much 
more flexibility is required than is provided in the system of control de¬ 
signed to meet the needs of the administrative services of the government. 

Thus, commercial accounting, with its classification of receivables and 
payables, would appear the most appropriate system for public undertak¬ 
ings, while the traditional method of recording cash receipts and cash ex¬ 
penditures is well suited for the administrative activities of the government. 
This means that the accounts for the public undertakings need to be kept on 
an accrual basis, while the cash basis could be maintained for the adminis¬ 
trative departments. However, accounts may not be uniform for different 
types of undertakings; government lending activities may have accounting 
requirements which differ from enterprises engaged in the purchase and sale 
of commodities. 

For administrative as well as for accounting purposes a logical pattern 
acquires segregation of production, trading and financing activities from 
other government activities. However, in practice there is often a great deal 
of intermingling which makes clear segregation difficult or impossible. 
Wherever such segregation is possible, public undertakings should be con¬ 
trolled through a system of annexed budgets which set forth gross receipts 
and expenditures. Annexed budgets can provide the flexibility required for 
commercial production and financing operations better than complete inte¬ 
gration with the general budget. The annexed budgets may take the form of 
profit and loss accounts and balance sheets as used in commercial account¬ 
ing, or statements of the sources and applications of funds (for a discussion 
of capital outlays of public undertakings, see II). The annexed budgets for 
public undertakings should be sufficiently uniform to permit aggregating; 
that is, the central government summary accounts should include a consoli¬ 
dated statement reflecting the activities of the public undertakings. 

C. Social Security Payments and Receipts 

Social security payments and receipts can be shown in the general budget 
in two different ways. They may be treated in a system of accounts reflecting 
the establishment of an independent social insurance system, based on ad- 


8 


ministrative principles different from those of the administrative departments 
of the government; or social security receipts and expenditures may be 
integrated completely into the general budget if no separate treatment of 
these transactions is considered warranted. In the first case, receipts from 
the contributaries of the system are especially earmarked for the purposes 
of the system, and considerations of an actuarial nature are sometimes 
an element of management of these funds. In general, the receipts, expendi¬ 
tures and obligations of the system would lie outside the scope of administra¬ 
tive and legislative budgetary review; appropriation from its funds would 
not be available directly for other governmental purposes. 

If social insurance funds are excluded from the central government 
budget their operations should be presented in annexed accounts or sched¬ 
ules in such a form that gross and net transactions can be ascertained. Under 
this arrangement the central government budget will show any contributions 
from the treasury to the funds of the insurance accounts; correspondingly, 
these amounts will appear as receipts in the social insurance accounts. In 
a consolidated financial statement comprising the central government and 
social insurance accounts (and public undertakings) (see appendix) these 
inter-governmental transfers will cancel out. This could be treated as follows: 

I. Central Government. Current or Revenue Account 
Expenditure 

A 1# Payments to social insurance account. 

B x . Interest on national debt held by social insurance account. 

II. Social Insurance. Current Account 

Expenditure Receipts 

C. Administrative expense. E. Contributions: 

(1) Employees (direct taxes) ; 

(2) Employers (indirect taxes). 

D. Payments to beneficiaries. A 2 . Transfer from central government. 

B 2 . Interest on national debt holdings. 

Consolidated financial statement (I plus II) 

Expenditure 

C. Administrative expense. 

Payments to beneficiaries. 


Receipts 

E. Contributions: 

(1) Employees (direct taxes) ; 

(2) Employers (indirect taxes). 


9 



A consolidation of this sort will reflect not only the net contribution 
from the general budget, i.e. the difference between total contributions and 
total payments, but also the net results of the insurance fund transactions. 

The alternative treatment would bring social security transactions within 
the framework of the budget on a gross basis. This would require that social 
security taxes or contributions be listed as a budgetary receipt and social 
security outlays as a budgetary expenditure. No social insurance funds 
would be maintained outside the treasury. This treatment is most practical 
for those countries where social security expenditure is largely financed 
from general tax revenue and not from special taxes and other segregated 
receipts. 

If the principles discussed above in A, B and C are observed in budgetary 
presentation, the basis is laid for a classification of receipts and expenditures 
which is meaningful for purposes of economic analysis. It should be empha¬ 
sized that the refinements in classification necessary for the construction of 
economically significant outlays are not possible, for the government sector, 
unless there is a strict adherence to the principle of comprehensiveness. 
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II. CURRENT AND CAPITAL ACCOUNT 

The distinction between current and capital account is now incorporated 
in the budgets of a number of central governments, particularly in the 
Scandinavian countries, and has also been suggested in some recent papers 
on questions of budgetary reform. 1 The advisability of establishing such a 
system of accounts, and, if established, the classification procedures which 
are to be followed in separating “current” and “capital” transactions, are 
among the most controversial and difficult questions in budgetary procedure, 
especially in view of the frequent abuses of so-called “capital budgets” in 
hiding deficits which otherwise would have become apparent 

The distinction between current and capital budgets or accounts does not 
have exactly the same meaning in all countries where it has been used. It 
may mean little more than a separation, on the expenditure side of the 
budget, of those outlays which result in an increase in the State’s real 
assets. On the other hand, it may mean the establishment of a capital budget 
which shows, on the expenditure side, outlays for acquisition or creation of 
real assets as well as certain financial investments, and, on the receipts side, 
proceeds from the sale of assets, repayment of investments and borrowings. 
Finally, it may mean a system of current and capital accounts which are 
integrated by specific statements of the transfers from current to capital 
account (e.g. provisions for depreciation). The underlying concept of such 
a system of account is that, as in the case of private business undertakings, 
the budgetary surplus or deficit should correspond to changes in the State’s 
net assets. If “budgetary deficit” is defined to be equal to a decrease in the 
State’s net assets, current expenditures must be separated from capital out¬ 
lays, since an increase in assets acquired or created offsets an increase in 
liabilities resulting from such expenditures. If budget surplus is equated 
with an increase in the government’s net assets, and budget deficit is equated 
with a reduction in the government’s net assets, it follows that deficits and 
surpluses are relevant only to the current account. 

From this point of view the budgetary deficit or surplus would have little 
meaning if the government’s accounts were kept in such a way that the con¬ 
struction of a plant or other productive facility would contribute to a budget 
deficit and the sale of such an asset would contribute to a budget surplus. 

This concept of surplus or deficit is frequently linked to the 
because of their asset-creating character, borrowings for capit; 

r 'c* J 1, rl ck D Tke Pr ? hlcm , °J Budgetary Reform , Oxford, 1948, and F. S. Bray and 
• otone, 1 he Presentation of the Central Government Accounts, Cambridge, 1948. 


theory that, 
formation 
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purposes are justified, while current expenditures ought to be covered by 
tax revenue. However, asset acquisition, taken by itself, is not an adequate 
justification for government borrowing, and a separation of current and 
capital accounts should not be undertaken for the purpose of rationalizing 
government debt creation. Rather, the separation of current and capital ac¬ 
count transactions should be undertaken where it will facilitate proper 
management of government affairs and where it will contribute to an analy¬ 
sis of the economic significance of government activities. Such a classifica¬ 
tion should, however, never be taken as a fiscal policy guide, since the 
choice between financing from taxes or from borrowings must be based on 
purely economic considerations. 

There are two general classes of considerations which support the sep¬ 
aration of budget accounts into a current section and a capital section. One 
class represents preponderantly management and accounting considerations. 
The other represents preponderantly economic considerations. 

A. Administrative and Management Considerations 

To improve the efficiency of administration and its legislative control it 
may be desirable to separate government activities which are devoted to 
the management of assets from government activities which are devoted to 
the disbursement of funds. This latter type of activity can usually be ad¬ 
ministered and budgeted by traditional departments and agencies. The for¬ 
mer can generally be administered best by public undertakings. In order 
to provide a standard for measuring or controlling the efficiency of safe¬ 
guarding the capital entrusted to the undertakings, it is necessary to provide 
for the accounting segregation of this type of activity. A double budget sys¬ 
tem facilitates this objective and also provides a basis for measuring the 
aggregate results of transactions in production and trading activities. 

The use of capital accounts has been a part of the trend toward long- 
range public works and development planning. This factor would appear to 
represent a mixture of “management” and “economic” considerations. An 
advanced industrial economy may initiate a series of public works projects 
which extend over a period of years; an under-developed country may un¬ 
dertake a programme of resource development. In either case long-range 
plans and procedures will be adopted. The government must be in a posi¬ 
tion to appraise the volume and character of its development programme 
in relation to the total volume of resources within its jurisdiction. It must 
also be able to measure the current rate of construction and performance 
in accordance with the long-range programme. Since the government’s an¬ 
nual budget may be considerably affected by the development programme, 
clarification of the relationship between the development programme and 
the budget may be facilitated by a separate listing of current and capital 
transactions in the government budget and an established linkage between 
the government’s development programme and the total of government out¬ 
lays. The annual budget results can thus be appraised in relation to and as 
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a part of the long-range plan. Similarly, the feasibility of the long-range 
pUn can be appraised in terms of annual budget results. This method of 
integration of long-range capital projects with the annual budgets has re¬ 
cently been adopted in Belgium with regard To the reporting on the ten- 
year programme of public investment (1948-57). 

A variant of this type of consideration appears to exist in those countries 
which have undertaken to expand the volume and proportion of assets within 
the control of the public sector. In such cases the capital budget serves to 
provide information on the extent to which such control has been asserted 
and serves to measure the efficiency of government “custodianship” (see 

II A). 

B. Economic Considerations 

A distinction between current and capital transactions will facilitate 
analysis of the economic effects of government receipts and expenditures. 
This distinction should assist economic analysis of two factors: the effect of 
government transactions on current consumption and on capital formation 
and the effect of government transactions on inflationary and deflationary 
influences in the economy as a whole. 

1. To analyse the determinants of the level of total capital formation it 
is necessary to ascertain the sources of finance for capital formation. This 
requires that the government accounts show the portion spent on goods and 
services for current consumption, the portion saved or disinvested in the 
public sector on current account, the government’s direct contribution to 
real asset formation, and an approximation of the reduction in private 
expenditures resulting from government receipts. 

In this respect, methods of commercial accounting, with their separate 
profit and loss and capital accounts, come fairly close to the economists’ 
and statisticians’ conceptions of current and capital transactions. Existing 
systems of social accounting which reflect this method provide not only a 
measurement of national income and product, and the relative contribution 
of government, but also provide estimates of changes in existing social 
capital during a given period. 

For purposes of economic analysis it can obviously not be a matter of 
indifference, whether an over-all excess of payments over receipts by the 
government has been due to expenditures on current consumption or due to 
investment outlays. In the first place this may be the result of misallocations 
of human and material resources, i.e. poorly managed public undertakings, 
with the consequent consumption of existing assets. In the second place the 
amount of the public contribution to capital formation might have been 
determined by the savings the government had been able to achieve on its 
transactions on current account. Thus, through efficient management and by 
application of commercial accounting methods, productive resources pre¬ 
viously immobilized or wasted may be directed to other tasks, e.g., the con¬ 
struction of new productive facilities. 
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2. In analysing the inflationary or deflationary effect of government 
transactions the net addition to or subtraction from private income accounts 
as a result of the government’s transactions is most significant. It should be 
ascertained whether the government has added more to private income ac¬ 
counts than it has subtracted from them, regardless of whether the net addi¬ 
tion to private income accounts resulted from a deficit on current account or 
from investment outlays. For a measurement of the government’s contribu¬ 
tion to total personal income the distinction in current and capital transac¬ 
tions is not of primary importance. 

It may be noted that in an inflationary situation the two government 
economic objectives may very well come into conflict. Government con¬ 
tributions to capital formation may increase over-all deficits at a time when 
the inflationary situation demands over-all surpluses. Similarly, a defla¬ 
tionary situation might call for increased outlays for goods and services 
currently consumed rather than for additions to real assets. Budget classifica¬ 
tion techniques are not intended to resolve conflicts of this character, but 
budget accounts can provide data which permit analysis of the effects of 
government activity on various sectors of the economy and which also reveal 
the over-all economic results of government activity. That is, adequate classi¬ 
fication can provide the information necessary for a choice or compromise 
between conflicting economic objectives. 

On the basis of the above considerations it should be emphasized again 
that there is neither a conceptual nor an institutional link between the 
capital account and borrowing for purposes of asset acquisition. Even in 
those countries which equate the concept of deficit and surplus with changes 
in the net assets of the State, the distinction in current and capital account 
provides, in itself, no justification for borrowing to finance increases in net 
assets. It is true that some governments have utilized a separate listing of 
capital assets as a means of stabilizing tax rates. To finance a large, non¬ 
recurrent outlay without a sharp increase in tax rates, the outlay is “capi¬ 
talized , financed in part by borrowing and the tax rate increases spread 
over a number of years. But the stabilization of tax rates is only one, and 
probably a minor one of the factors which should be considered in the 
formulation of a government’s financial programme. The differing impact 
of taxes and borrowing on levels of income, employment and prices and the 
relative availability of credit are likely, in most circumstances, to be more 
important determinants of debt policy than the stabilization of tax rates. 

C. The Basis for Separating “Capital” and “Current” Expenditures 

Budgetary classification should seek to delineate the types of transactions 
which may properly be labelled “current” and the types of transactions 
which may properly be labelled “capital”. In practice it is difficult to adopt 
a set of rules which makes each of these categories completely homogeneous. 

From an accounting standpoint it is possible to separate current from 
capital on the basis of life expectancy. That is, “current” may be defined to 
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include the purchase of goods and services which are consumed within the 
accounting period and “capital” may be defined to include the purchase of 
goods and services of a longer life expectancy. This distinction would pro¬ 
vide a logical basis for separation. 


A second logical basis of separation depends on the use of the concept 
“revenue producing”. Some governments which have utilized a double budget 
have employed this dividing line. On this basis of classification the capital 
account would include such assets as resource development projects which 
were expected to be wholly or partially self-liquidating, public buildings 
for which annual rentals were to be charged to established departments and 
agencies and toll roads and toll bridges. 

If the capital account is restricted to revenue-producing assets it is ap¬ 
parent that its total will be much smaller than if it is restricted to assets 
with a life expectancy beyond the immediate budget year. The former basis 
of classification is not wholly satisfactory for the measurement of the gov¬ 
ernment’s contribution to capital formation; that is, restricting the capital 

account to revenue-producing assets will understate the government’s con¬ 
tribution to capital formation. 


It is possible to utilize the revenue-producing concept as the basic rule 
for separating current from capital expenditures, but admit to the capital 
account additional government outlays which add to the nation’s assets, 
although they are not productive in the financial sense. This requires that 
the capital account shows both revenue-producing and certain types of non- 
revenue-producing capital assets, appropriately sub-classified within the capi¬ 
tal account. Under this broadened concept of capital expenditures it may 
be desirable to adopt the procedure used in Sweden, where the capital ac¬ 
count lists the government’s total capital expenditures, whether for revenue- 
or non-revenue-producing assets, with charges against the current account for 
writing off the unproductive part of expenditure listed in the capital account. 
1 he write-offs appear as expenditure in the working budget and have been 
applied to a certain portion of the outlays for public buildings, certain 
expenditures by the State railways, etc. This procedure has the advantage 
ot producing a rough equivalence between the capital account and the gov¬ 
ernment’s additions to revenue-producing assets. The accounts set forth in 
the appendix illustrate the use of this technique. 

In the separation of current and capital transactions in the government 
sector, it would appear to be desirable, so far as possible, to maintain a 
reciprocal treatment between the public and private sectors. Government 
revenue 5 which appear to be paid from private capital accounts should be 

rDeartoh^ 1 ^ 111 -'T g ov “nt capital account; revenues which 
appear to be paid principally out of current private income should be listed 

m the government s current account. On the expenditure side, the capital 

acco Unt should show those outlays which correspond with prevailing con- 

P s o gross investment for the economy as a whole. An attempt has been 
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made, in the discussion which follows, and in the appendix accounts, to 
maintain this type of reciprocal treatment. 

Before proceeding to a consideration of classification problems within 
the capital account, it may be useful to examine two types of government 
outlays which are frequently difficult to classify as “current” or “capital”— 
roads and national defence installations. 

In the case of roads a number of reasonable alternative classifications are 
possible depending on the weight which is given to predominantly economic 
considerations or to predominantly management considerations. For pur¬ 
poses of economic analysis expenditure on roads represents real asset forma¬ 
tion and should therefore form part of capital expenditure. According to 
the principle of separating administrative from trading or production activi¬ 
ties of the government it would furthermore be logical to organize road 
construction and maintenance in the form of a public undertaking with 
asset preservation as the most important aspect of management. This solu- . 
tion, however, appears to be rather artificial, since, from the point of view 
of government administration, the main problem is much less one of main¬ 
taining the value of the capital invested (as recorded in a profit and loss 
account) than of exercising efficient control over disbursements of public 

funds, resembling very much in nature the current administrative activities 
of the government. 

A number of reasonable alternative classifications are therefore possible, 
none of them entirely satisfactory from all points of view. If it were de¬ 
cided to maintain expenditure on public roads as part of current budget 
expenditure this could be done by writing off immediately outlays for road 
construction in the current account and transferring the funds set aside under 
this heading to the capital account, where road construction together with 
all other outlays for real investment would be shown. A more complex treat¬ 
ment, and one which would better reveal the significance of this type of 
outlay, would establish a public undertaking account for roads, with appro¬ 
priate current and capital accounts for the undertakings. 2 The roads depart¬ 
ment capital account would then show as expenditure its gross investment 
in facilities, and on the receipt side the current surplus (central government 
subsidies less maintenance) and the estimated annual depreciation. The cen¬ 
tral government capital account would then reveal, on consolidation, the net 
additions to government real assets including roads. However, this introduces 
an element of artificiality into the accounts, because the so-called current 
surplus of the roads department could arbitrarily be varied by changing the 
size of the central government subsidy or grants to the road department. 

For national defence installations the prevailing practice is to treat all 
such outlays as current without regard to life expectancy. This treatment 
can be justified on the ground that military installations do not add to a 
nation s productive assets in the sense of providing for the future a flow of 


2 See J. R. Hicks, The Problem of Budgetary Reform , pp. 27-29. 
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goods and services that adds to the volume of national income. However, it 
could also be argued that certain types of installations from which indirect 
benefits accrue should be listed as such in the capital account. Regardless of 
the classification adopted, it would be possible, if refinement is desired, to 
utilize the procedure employed in Sweden, where revenue-producing mili¬ 
tary assets (e.g. housing for military personnel) is treated as a capital 
account expenditure. 


D. Classifications within the Capital Account 

Certain types of transactions present particular difficulties in a budgetary 

structure which separates current and capital accounts. Apart from these 

separation” problems the capital account itself should preserve certain 

distinctions if it is to be of maximum usefulness for purposes of economic 
analysis. 

1. The capital account should distinguish between real investment and 
financial investment. Real investment is defined here to consist of the acqui¬ 
sition of newly produced assets which are a part of the nation’s gross invest¬ 
ment for the period. Financial investment consists of the acquisition of 
previously produced assets which do not affect the volume of current pro¬ 
duction. This latter type of investment, e.g., government purchase of private 
securities, will affect the distribution of income between the government 
sector and the private sector in subsequent years. 

The difference between real and financial investment may be illustrated in 
the case of a land reclamation project. A part of the project expenditures 
may ^ devoted to the purchase of land; this would be financial investment 
within the meaning of the definition proposed here. Another part may con- 
sist of outlays for the construction of irrigation facilities. This portion 
should be counted as real investment and included in the gross product of 
the government sector, although total project costs and therefore the total 
amount included in the development budget will reflect both types of out- 
ays. Supplementary budget schedules should show the part of the project 
cost devoted to the purchase of existing assets if the capital account is not 
to overstate the currently produced gross product of the government sector. 

Some countries may nationalize a sector of the private economy by the 
sMn Tt! 0 " SeCUn T Which Were P revi °usly held under private owner- 

be hlnYT 5 ^ 6 PUrChaSe ° f P reVi ° USly P roduced assets and should 
nation 1 , finanClal L lnvestment 'he capital account. In some instances 

tionalization may be accompanied by an exchange of government bonds 

rerYT 16 secuntles - For example, the shareholders of the Bank of England 
eived government bonds in exchange for their shares. ^ 

ment h wv 7 b u USeful t0 distin S uis h direct and indirect government invest- 
mem within the capital account. Direct investment by government would 

real orY lnV f St ™ e , nt carried out within ,h e public sector itself, whether 
financial. Indirect investment would embrace loans or advances 
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which eyentuaily lead to real asset formation in the private sector (see 

1 U 3 ). This distinction, however, is likely to he less significant than the 
distinction between real and financial investment. 

3. Government lending activities, where the loans are made to private 

goods Pr sho,dd K A' ^ l0an are used t0 investment 

goods should be distinguished within the capital account. This type of lend- 

ing should be treated as a capital outlay whether it is conducted as part of 

deP *”" en “ “ J 


It would be possible to treat the total volume of government lending 
unng a given accounting period as real investment. This might be justified 

dLt £T ' °T “ d “ " expen- 

b«„ L“ j "• " d lh “ “ *• l~n h«d not 

been made the corresponding private expenditure for investment would not 

have been forthcoming On the other hand, to treat government loans as 

financial investment implies that the real investment expenditure is a private 

P U ‘ l3 J; ™ 13 Pr “ cedur ® would appear to be preferable in most cases. Regard- 
less of the method of classification which is adopted, further analysis is 
required to determine the total contribution to national income and product 
occasioned by the government loan. It may be that a loan of 100 will stimu- 

of Too If 1 " 8 y 3n dhi0nal 10 °- ° r il ma y be ^ a government 
loan of 100 will occasion a restriction in private lending. This is a case in 

point to illustrate the general principle that no simple aggregative method 

of analysis can be expected to measure the total impact of government pro- 
grammes on levels of economic activity. * 


4. Capital contributions to public undertakings should be listed in the 
capnal account. If the public undertakings are treated in a system of an¬ 
nexed budgets, it would be appropriate to classify the treasury contribution 
to their capital funds as treasury expenditure on capital account and as a 
receipt in the capital account of the public undertaking. A consolidation of 
the capital account of the treasury and the public undertakings would can¬ 
cel out this inter-governmental transaction, leaving as capital expenditure 
the actual investment made by the undertaking. 

In most instances this procedure should lead to consistent treatment 

regardless of the nature of the investment. If the public undertaking is a 

trading enterprise its investment may take the form of inventories. If it is 

a nationalized industry its investment may take the form of inventories, 

plant and equipment. If the public undertaking is a government agency 

crea e or t e purpose of making loans to finance current production on 

private account its net investment will consist of the excess of loans over 
repayment. 


Adequate accounting for government debt operations is complicated in a 
Dumber of countries by the operations of independent borrowing authorities 
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outside treasury control. Leaving aside the question of integrating and con¬ 
trolling such authorities, it is evident that if comprehensive data are to be 
available on government debt operations, a uniform basis for reporting 
such operations must be established. This basis should embrace the borrow¬ 
ing and lending activities of the treasury, the central bank and other inde¬ 
pendent or semi-independent authorities. 

5. Investments by public undertakings or social insurance funds in the 
securities of the central government should appear as an expenditure in the 
capital account of the undertaking or fund. The consolidated capital account 
for government activities as a whole will cancel out this type of intra- 
govemmental transactions. Consolidated capital account expenditures will 
thus be roughly equivalent to asset acquisition. In the accounts outlined in 
the appendix, all borrowing and debt redemption have been excluded from 
the capital account and are shown in a consolidated cash statement. 

6. The capital account, together with the transactions running between 
the current and the capital account, should reveal, where possible, the dif¬ 
ference between gross real investment and net real investment. This distinc¬ 
tion could be shown directly in the capital account if it were possible to 
separate replacement and maintenance outlays from net investment in new 
facilities. However, this may not always be possible, so that a measurement 
of net investment cannot rest on the distinction between outlays for new 
productive facilities and outlays for replacement of existing facilities but 
must rest on an adequate treatment of depreciation and obsolescence. 

7. An adequate treatment of depreciation and obsolescence involves trans¬ 
actions which affect both the current and the capital account. 

It was suggested in I B that public undertakings should be controlled 
through a system of annexed, business-type budgets. In accordance with 
standard accounting procedure, such budgets would typically include an 
income and expense account and a capital account. Depreciation expense 
would appear as an expenditure in the current account in the form of a trans¬ 
fer to the capital account. The capital account would similarly record this 
transfer as a receipt. 


Depreciation on non-revenue-producing assets must be treated in a some¬ 
what different fashion, similar to that described above for write-offs in the 
current budget. If it is decided to establish a depreciation account for such 
assets as public buildings, it would then be necessary to carry an annual 
charge in the current budget for depreciation expense and transfer these 
amounts to a capital account to be made available for ultimate replacement 
of the facilities. This procedure, in countries with imperfect accounting 
records, may be expensive and time-consuming to establish, since it would 
require an inventory and valuation of all government property. Once estab- 
ished, it has the advantage of showing annual changes in the value of all 
acuities which are under the control of the government, whether or not 

revenue-producing. 
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E. Current Account Expenditures 

A number of classification problems affecting expenditures on current 
account have necessarily been examined in the foregoing sections, particu¬ 
larly in the discussion of the budgetary treatment of social insurance pro¬ 
grammes (I C), the basis for separating current and capital account (II C), 
and in the consideration of depreciation and obsolescence (II D 7). 

Current account expenditures should be classified to reveal their economic 
character. This means, at a minimum, that the current account should show 
outlays for (1) transfer payments, (2) subsidies and (3) purchases of goods 
and services for current consumption by government. Each of these war¬ 
rants additional description. 

1. Transfer payments. In social accounting practice transfer payments are 

defined as outlays with no corresponding direct economic return in goods 

and services rendered. Typical examples include payments to war veterans, 

social insurance benefits, and such miscellaneous payments as allowances to 

transferred workers. The itemization of transfer payments in the current 

account should include an indication of the character of the recipient, e.g., 

veterans, farmers, the unemployed. A large part of government transfer 

payments may be included in the social insurance accounts and therefore, in 

many countries, excluded from the current operating budget of the central 
government. 

One of the most important outlays which may be classed as a transfer 
payment is interest on government debt. There now seems to be rather 
general agreement that interest on war-created central government debt is 
properly classified as a transfer. However, where debt has been created for 
the purpose of acquiring real assets with a useful productive life it would 
be logical to treat the interest on such indebtedness as an expenditure for 
currently-produced goods and services. In practice this would require segre¬ 
gation of interest payments made on debt incurred to acquire real assets. 
Where such segregation is difficult to achieve, all government interest may 
be treated as a transfer payment. Conversely, if the war-incurred debt is a 
small proportion of the total and segregation difficult, it would be proper 
to classify this outlay as government expenditure for services. 

2. Subsidies. Particular types of transfer payments may in some instances 
be appropriately sub-classified as subsidies. No attempt will be made here 
to suggest a general definition of this elusive term, or to establish what 
must necessarily be an arbitrary line of distinction between subsidies and 
other types of expenditures. However, it may be appropriate to call atten¬ 
tion to some of the difficulties involved in the classification of subsidies for 
purposes of social accounting. 

In some systems of budgetary classification, expenditures may improperly 
be labelled as subsidies. For example, grants to public undertakings to 
finance the replacement of capital equipment may be classed as a sub¬ 
vention or subsidy on current account. 



One type of government expenditure which may properly be labelled a 
subsidy consists of payments made to hold down market prices of commo¬ 
dities or services in the private sector. This payment might take the form 
of absorbing a part of producers’ costs, with corresponding price controls, 
or it might take the form of purchase and sale at a loss by a government 
trading enterprise. Since payments (subsidies) of this character will affect 
relative market prices of commodities, it would be possible to treat them as 
negative indirect taxes. 3 As a matter of accounting, this would mean segre¬ 
gating this type of subsidy from other types of government payments in 
current budget expenditure, rather than entering the subsidy only as a deduc¬ 
tion item in the receipts side of the current accounts. If the items are prop¬ 
erly classified, the statistician can make the necessary adjustments to arrive 
at a measurement of national income. 

Another type of subsidy which is more clearly a transfer payment con¬ 
sists of the outlays which are made for non-production. The United States 
Government has made certain payments to agricultural producers which 
would fall in this category. It would appear to be desirable to distinguish 
this type of payment within the general category of subsidies. 

3. Expenditure for goods and services. Where possible it is desirable to 
sub-classify the goods and services component to reveal (1) payments for 
wages and salaries and (2) payments for goods and services purchased from 
business enterprise. It may further be desirable in some circumstances to 
separate, within these classifications, military expenditures and non-military 
expenditures. In each instance these sub-classifications will be useful in de¬ 
termining the character of the recipient of government expenditures, i.e., 
agriculture, industry, etc. 

F. Expenditure Classification at the Departmental Level 

For purposes of social accounting the types of expenditure classifications 
which have previously been discussed need appear only in summary account 
form, not requiring a classification by department or agency which dis¬ 
tinguishes transfer payments, subsidies and factor payments. However, there 
is considerable danger that unless this type of classification is carried to the 
departmental level, the summary account information will not be reliable. 

Budgetary control accounts must always be maintained on a departmental 
basis; departmental records, in most instances, are likely to be well kept 
where there is orderly administration. But distinctions, for example, between 
subsidies which affect relative market prices and those which do not, may 
not be useful from the standpoint of departmental control. Departmental 
budget officers, as a practical matter, may feel that these distinctions inter¬ 
fere with their control functions. But unless the departmental records reveal 
the'classifications which are needed for economic analysis, subsequent at¬ 
tempts by a central budget office or a statistical office to reclassify depart¬ 
mental accounts may be exceedingly difficult. 

3 Measurement of National Income and the Construction of Social Accounts? United 
Nations, Geneva, 1947, pp. 33-34. 
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III. REVENUE CLASSIFICATION 

Adequate classification of government receipts for purposes of manage¬ 
ment and for purposes of economic analysis should observe three types of 
distinctions: (1) tax v. non-tax revenue, (2) direct v. indirect taxes, and 

(i) revenue derived from private income account v. revenue derived from 
private capital account. 

A. Tax and Non-Tax Revenue 

The distinction between tax and non-tax revenue is likely to be of greater 
significance for management purposes and of lesser significance for economic 
analysis. The most important non-tax revenues will generally consist of the 
profits of government monopolies conducted for revenue purposes, and the 
profits of public undertakings where revenue may be an important but sub¬ 
sidiary consideration. The economic effects of a surplus of current revenue 
rom undertakings is likely to be similar to the economic effects of com¬ 
modity taxation; that is, the surplus of profits of public undertakings and 
receipts from commodity taxation represent reductions in private income 
accounts. Nevertheless, where it is possible to separate, in the current rev¬ 
enue account, all items of non-tax revenue, this separation is desirable as a 
means of emphasizing the management aspect of this type of receipt. 

B. Direct v. Indirect Taxes 

The distinction between direct and indirect taxes is intended to differen¬ 
tiate between those levies which directly affect relative prices and those 
which do not. 1 

The difference between national income measured at market prices and 
national income measured at factor cost is, in effect, the volume of indirect 
taxes. The distinction between direct and indirect taxes is usually treated 
by conventional classifications. Direct taxes might be defined to include 
levies on personal income, corporate income, excess profits taxes and death 
duties. Indirect taxes might be defined as levies which are chargeable as a 
cost against the proceeds of sale from goods and services upon which they 

are levied. Examples would include customs and excises, sales taxes and 
commodity taxation generally. 

The distinction between direct and indirect taxes, a distinction which is 
rather doubtful in some instances, should not occasion great difficulty for 

1 Ibid., p. 31. 
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most purposes of revenue classification. If different types of tax revenues 
are carefully itemized the national income statistician has the raw materials 
available for the adoption of such classifications as may be useful and log¬ 
ical for his purposes. 

C. Taxes on Private Income Accounts and Private Capital Accounts 

Within the category of direct taxes it may be desirable to list separately 
those taxes which are generally a levy on private capital account, since 
these do not affect the volume of currently produced private income. In some 
instances it might be appropriate to include death duties in this category 
where it appears that they are paid from private capital accumulation. This 
varies according to the size of the tax and the method of payment and 
according to the general distribution of income and wealth. Another tax of 
this type is the capital levy. It is usually imposed for purposes of 
monetary stabilization; it may be paid from private accumulation. Where 
the rate of the capital levy and its period of payment are such as to indi¬ 
cate that it is a levy on private capital account it should be segregated in 
budget receipts from the taxes which are paid out of current private income. 

In those countries where the budget is presented under two main heads— 
current and capital—taxes paid from private capital account could be treated 
as receipts in the capital budget. These receipts, in turn, may be made 
available for the government’s capital expenditure programme. In Denmark, 
for example, death duties are a receipt in the capital budget. Taxes on exploi¬ 
tation of non-renewable resources and the proceeds of a capital levy could 
be similarly classified. However, this method of classification has the dis¬ 
advantage of showing taxation revenue under two different headings. 

If it is possible to differentiate revenues paid from private capital account 
and from private current account, the resulting budget classifications will 
be more homogeneous for purposes of economic analysis. That is, reciprocal 
treatment will have been established between the government’s capital 
account and the capital account of the private sector and between the gov¬ 
ernment’s current account and the current account of the private sector. 
Receipts in the government’s capital account will represent subtractions from 
private capital accounts. Receipts in the government’s current account will 
represent withdrawals from private income accounts. As for expenditures, 
the government’s current account outlays plus the real investment portion 
of the capital account will represent additions to private current or income 

accounts. 

D. Other Problems of Revenue Classification 

It was stated in I A and I B that budget revenues should be treated on 
a gross basis. However, a special case arises in those countries where tax 
administrations involve substantial refunds of tax receipts. These refunds 
ma Y result from a re-determination of tax liabilities or from excess pay¬ 
ments consequent upon a system of withholding or current tax payment. 
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In most of these cases it may be reasoned that the refunded tax payment 
is included in the current income account of the taxpayer. Therefore, tax 
refunds operate to reduce the amount which has been subtracted from 
private income, and should be shown separately and deducted from the 
total tax receipts. As a general rule, it may be concluded that tax receipts 
net of tax refunds should be included in budgetary receipts. 

Unilateral transfers present an important problem in classification. For 

the paying country unilateral transfers are most likely to be included as an 

expenditure in the current budget. For the recipient country unilateral 

ansfers are likely to be treated as an extra-budgetary item. This appears 

to be the procedure which has been adopted in most of the recipient nations 

in the European Recovery Program; counterpart funds are excluded from 

current budget receipts. However, in some countries receipts from unilateral 

transfers may be used for monetary stabilization, e.g., debt redemption, and 

would thus be reflected in the consolidated cash statement of the central 

government. In other instances these receipts may be made available for 

capital projects and therefore treated as a receipt in the capital account or 
in the consolidated cash account. 



IV. OTHER ISSUES 


A. Foreign and Domestic Transactions 

Budgetary totals and the measurement of a deficit or surplus do not 
usually reflect the national or international character of receipts and expendi¬ 
tures. But the measurement of the impact of government activities on levels 
of national income, employment and price is very much affected by this 
consideration. Where government receipts and expenditures are divided 
between foreign and domestic activities it is important to distinguish between 
these two aspects in the central government accounts. The accounts which 
are most likely to be affected by this distinction are outlays for the military, 
the expenses of certain administrative departments and agencies operating 
outside the national boundaries, and the public debt accounts. 

It would be possible to establish the distinction between central govern¬ 
ment transactions at home and abroad in one of two ways. A supplementary 
schedule could be appended to the budget accounts to provide this informa¬ 
tion. An alternative procedure is to incorporate the distinction in the basic 
budgetary accounts for the central government. This procedure is illustrated 
in the appendix tables. 

B. Calendar Year and Fiscal Year 

National income accounts are typically compiled on a calendar year basis, 
while government accounts are prepared on a fiscal year basis which may 
not coincide with the calendar year. The month in which the fiscal year 
starts has usually been determined in relation to the time when the legisla¬ 
ture convenes, or perhaps in relation to the seasonal pattern of tax receipts 
(particularly in agricultural countries). The fiscal years of central and 
subordinate government units, as well as that of autonomous institutions, 
often start at different periods. This makes fiscal co-ordination within a 
country very difficult and imposes quite needless complications. In the inter¬ 
national field, the disparity in fiscal years between the accounts of different 
countries makes co-ordination even on the regional level so difficult that 
regional economic development programmes have to be formulated on the 
basis of inadequate data. 

The diversity of fiscal years arises from certain institutional differences; 
as J 01n t economic action of governments increases in importance it becomes 
more necessary to remedy these diversities. 

A partial solution to the lack of coincidence in accounting periods may 
c provided through quarterly or, if necessary, monthly data from the 
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government accounts. In some countries where government budgeting ant 

accounting techniques are not well developed the provision of monthly 01 

quarterly data may be a considerable burden. Furthermore, quarterly ano 

monthly data must be used with care in arriving at an annual total because 

o he practice, m a number of government departments in various coun- 

nes to commit and/or disburse all unobligated appropriations during the 

ast few weeks of a fiscal year. The lack of a uniform accounting period in 

,.® go vernmen t and national income accounts will always give rise to 

1 culties which can be resolved only after careful examination of existing 
practices. b 

C. Cash and Accrual Basis 

hi the previous consideration of expenditure classification no effort was 
made to define with precision the basis on which outlays should be reported 
m e government accounts. It has been assumed throughout that all accounts 
ot the central government would be shown on a cash basis. This conforms 

wi t e practice which has been established in most countries for the 
budgets and accounts of departments and agencies. 

The cash basis of accounting is not uniform from one central government 
o t e next, or example, in some jurisdictions “cash” expenditures may 
be measured on a “warrants issued” basis, in another on “checks issued” 
and in another on “checks paid”. 1 The selection of a particular basis for 
the measurement of “cash” must rest on the procedures and control mech¬ 
anisms which have been established in particular countries. But regardless 
o the basis established, it is of greatest importance to assure that “cash” 

is reporte uniformly among the central government departments and 
agencies. 

For public undertakings, the accrual basis is the most appropriate method 

o reporting, this method meets the requirements of commercial accounting. 

1 he apparent contradiction between the cash basis used for activities of an 

administrative nature and the accrual basis used for the public undertakings 

has been bridged in the system of accounts outlined in the appendix by 

including, in the consolidated current account, the net results of the activities 

o the undertakings. These net results are the cash equivalents of profits 

calculated on an accrual basis; they may be combined with cash receipts 

without serious distortion. The instance in which distortion is most likely 

to occur is where expenditures are rising or falling rapidly from one fiscal 

year to the next with a corresponding lag in the “normal” relationship 
between cash and accrual. 

National income accounts are usually presented on an accrual basis; that 
is, transactions are recorded at the time the services are performed or the 
goods produced. The integration of public sector accounts with the social 
accounts is then a matter of combining and inter-relating the accrual basis 
utilized for the private sector and the mixed cash and accrual basis used 
for the public sector. 

1 Cf. United States practice. 
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V. CLASSIFICATION IN PROVINCIAL AND 

LOCAL BUDGETS 

This paper has attempted to focus attention on the structure and classi¬ 
fication of central government budget accounts. However, many of the issues 
which have been discussed in a context of central government problems are 
equally relevant for provincial and local government budgets. The very 
number and variety of provincial and local government organizations within 

any one country complicate the application of a generalized classification 
system. 

In quantitative terms the activities of provincial and local governments 
may be extremely important, not only in the provision of traditional gov¬ 
ernment services, but also with respect to economic development. In some 
countries public works outlays are the major responsibility of local gov¬ 
ernments, sometimes supplemented by central and provincial funds. In these 
instances no development programme of the central government can be 
executed effectively without knowledge of the programmes at other levels of 
govrnment, and without some degree of co-ordination among the activities, 
plans and programmes. This requires a considerable degree of uniform 
budget reporting at all levels of government. 

A. Organizational Complexity 

Some of the classification techniques which are relevant for central gov- 
eminent budgets can be applied only with difficulty to provincial and local 
organizations. Part of the difficulties of application are inherent in the com¬ 
plexity of provincial and local government. 

These units are likely to have an extensive pattern of relationships with 
respect to inter-governmental transfers, so that a local unit may be the 
recipient of grants from the provincial government and also from the central 
government. Local functions are very often financed from a combination of 
grants from other levels of government plus revenues derived from local 
tax resources. This complicates a resulting consolidated statement of local 
receipts and expenditures, although the general principles governing such 
a consolidation should not differ substantially from those pursued by a 
central government in consolidating its departments and agencies, public 
undertakings and funds. 

Organizational complexity may intensify the difficulties in the prepara¬ 
tion of consolidated statements in another way. For the central government, 

1 iere may be a lack of coincidence between the fiscal year and the calendar 
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year. But for provincial and local governments there may be many differing 

fiscal years, each grounded in traditional practice. Organizational complexity 

may also make difficult the identification of public undertakings at the 

provincial and particularly at the local level. The line between the public 

sector and the private sector may be even harder to draw at the local level 
than at the central government level. 

B. Restrictions on Government Authority 

Generally provincial and local governments have traditionally operated 
in a more restricted framework than is true of central governments. Central 
government statutes may restrict provincial and local sources of tax revenue, 
and restrict borrowing activities. State and local functions are frequently 
prescribed and the margin of flexibility in undertaking new types of gov¬ 
ernment programmes is usually considerably narrower than is the case at 
the central level. Provincial and local governments usually do not have 

unlimited access to the credit facilities of central banks as does the central 
government. 

These restrictions have a number of significant consequences on provin¬ 
cial and local budget classification and structure. For example, provincial 
and local governments may not be able to borrow for current operating 
purposes, but frequently can obtain credit for capital improvement pro¬ 
grammes. This will mean, in practice, that provincial and local governments 
will be forced to establish some type of capital accounting. The restrictions 
on borrowing that have often been applied to provincial and local govern¬ 
ments have also stimulated interest in depreciation accounting and have 
served to emphasize that the preservation and control of assets is an impor¬ 
tant aspect of budgeting. 

On the other hand, the fact that provincial and local governments operate 
in a legally restricted framework means that they are to some extent subject 
to control and direction from the central government. A central government 
in some countries can, within the scope of this pattern of control, secure 
adherence to centrally-determined policy standards through the power which 
it exercises over grants and subsidies. 

It is not possible within the scope of this paper to develop further detailed 
suggestions for the classification of budget receipts and expenditures of 
provincial and local governments. However, it is important to recognize the 
nature of the classification problems as applied to those levels of government 
and to recognize further that no system of government accounts is complete 
without inclusion of this segment. 
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VI. THE APPLICABILITY OF CLASSIFICATION 

SYSTEMS 


It has been the purpose of this paper to examine a range of problems 
relating to budget structure and budget classification. The paper has focused 
on those issues which are of greatest significance where central government 
accounts are required to provide information for purposes of economic 
analysis. It has not been the intent of this paper to develop a set of budgetary 
rules or recommended procedures for adoption by central governments. 
Budgetary rules and classification techniques must always be adapted to the 
institutional environment in which they must operate. Very often a country’s 
central government budget structure reflects a long background of discus¬ 
sion, trial and error, and compromise solutions. Sweeping revisions are not 
possible without a great deal of time and attention to problems of budgetary 
reform. However, budgetary reforms are now under way in a number of 
countries and others will be undertaken in the future. As a part of these 
reforms, attention to the economic significance of budget structure and 
classification should yield a more useful end product. 

It may be pertinent to direct attention to the types of problems which are 
likely to be most difficult in the application of the classification techniques 
suggested here. 

One of the problems which is likely to be encountered—a problem of 
comprehensiveness—is the determination of the dividing line between the 
public and the private sector. In many countries certain types of under¬ 
takings will represent a mixture of public and private activities. For exam¬ 
ple, the central government may provide capital for and retain certain 
ownership rights in development enterprises. The enterprises, however, may 
be subject to little or no central government administrative or legislative 
control. Should the undertaking be brought within the framework of the 
central government budget? In a number of countries enterprises of this 
character are numerous and the classification problems which they pose are 
exceedingly difficult to resolve. 

A second difficulty which is likely to be encountered in applying the type 
of classification system proposed here is the identification and isolation of 
public undertakings. Very often an established department or agency will 
conduct, as part of its programme, an undertaking which involves the pur¬ 
chase and sale of commodities, or a specialized type of subsidy programme, 
or possibly a form of lending operations. The personnel of the department 
°r agency engaged in this undertaking may not be segregated within the 
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department; the funds for the programme may not be isolated from other 
departmental funds. As a matter of practical administration the application 
of a commercial-type budget to this type of activity may be difficult. 

A third difficulty which may be encountered is the establishment of mean¬ 
ingful relations between the current account and the capital account. It was 
pointed out in II D 6 and II D 7 that a capital account requires deprecia¬ 
tion accounting. In turn, if depreciation accounting is to be established on 
a consistent basis, an inventory of physical assets must be established and 
life expectancies estimated. This may be expensive and time-consuming. 
It may be necessary, in some countries which have not previously practised 
capital accounting, to establish the account on a limited basis at its incep- 
tion and extend it over a period of years. 

Only those who are intimately familiar with the economic and political 
institutions of a given country can determine the applicability of a gener¬ 
alized budget classification to the specific situation in which it must operate. 
A major reform in budget classification and structure generally proceeds 
in a piecemeal fashion, not by a sweeping revision. The piecemeal reforms, 
however, should be undertaken with a view to the ultimate goal, and imme¬ 
diate and partial budget reforms should not be of such a character that they 
hamper progress toward the long-run goal. 

It is difficult to suggest the necessary first steps in a series of partial 
reforms in budget classification and structure. Moreover, questions of specific 
applicability lie outside the scope of this paper. In one country, where 
central government budget data are limited to traditional departments and 
agencies, and where there are many independent governmental authorities 
outside the scope of the budget, the first step in budgetary reform might be 
to establish a reporting system for these independent authorities. In another 
country, where the central government data are reasonably comprehensive, 

it may be desirable to proceed immediately to a distinction between current 
and capital transactions. 

It may be noted in conclusion that the major issues of budget structure 
and classification considered here are pertinent to the problems faced by 
all central governments, whether or not the country has advanced budgeting 
techniques. However, some of the refinements in classification discussed 
above may not be relevant to the problems of specific countries. Conversely, 
some countries may find useful certain types of refinements which have not 
been suggested here. 
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VII. SUMMARY 


Many governments are handicapped in devising a public policy designed 
to promote stability and development because they lack the elementary tools 
for budgetary planning. Moreover, the variation in presentation of budgetary 
programmes is often so great that the minimum of comparability needed for 
regional or other international co-operations is absent. Therefore, certain 
basic requirements which are presumed to have general validity allowing 
for reasonable deviations based on the institutional characteristics of indi¬ 
vidual governments have been discussed in this study. 

The main difficulty in establishing classification principles exists in that 
budget aocounts of central governments must serve several purposes at once. 
They must facilitate the process of formulating and adopting the budget; 
they must be useful tools for programme planning, administration and con¬ 
trol, and simultaneously they must also reveal the information necessary for 
formulation and appraisal of the central government’s economic programme. 

This study has focused attention on the last of these objectives, the prob¬ 
lems of budgetary structure and classification which are significant in 
analysing government economic policy. In order to devise a comprehensive 
fiscal policy it is necessary that the budget reflect all of the financial activi¬ 
ties of the central government. The growth of the economic role of the State 
has contributed to the creation of a large number of public undertakings 
engaged in production, trading and financial operations. The complexity of 
government programmes requires many diverse organizational forms. These 
diversities must nevertheless observe a pattern of uniformity that permits 
measurement and appraisal of government operations as a whole. This means 
that financial transactions must be reported in such a way as to show clearly 
the connexion between the over-all results of total government receipts and 
expenditures and the corresponding changes in cash holdings and public 
debt outstanding. Trading, production and other commercial activities of 
the government require methods of accounting which differ from those 
applied to administrative departments and agencies. These methods of 
accounting are those commonly used for private business enterprises which 
differ from those used for the administrative activities of government. 

These business accounts, however, should be established on a basis which 
permits their consolidation in the summary accounts of the government. The 
same problem of organization complexity arises in the budget accounts of 
provincial and local governments. Here again a line must be drawn between 
the public and private sectors and also a uniform basis must be established 
for consolidating provincial and local government activities with the activi- 
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ties of the central government. A consolidated budget indicating the over-all 
income-generating effect of government finance is indispensable for the anal¬ 
ysis of the inflationary or deflationary tendencies existing in the economy. 

One of the most significant features in the presentation of budget data 
in a form useful for economic programming is the distinction between trans* 
actions on current account and transactions on capital account. The incor¬ 
poration of this distinction in a budget classification system should not 
serve as a policy guide either to justify borrowing for the sake of asset 
acquisition and to require that all current expenditure be met by taxation, 
or to conceal deficits in the budget as a whole. The distinction between 
capital and current accounts serves the purpose of identifying government 
capital formation and permits effective measurement and control of assets 
under the jurisdiction of government agencies. 

The classification of revenues should, if possible, attempt to distinguish 
between subtractions from private capital accounts and from private income 
accounts. Here it is of relevance to identify the significant categories so that 
the economic character of the taxpayer can be ascertained. Moreover taxes 
and non-tax revenue should be distinguished and grouped into economically 
meaningful categories. 

Finally, a system of budgetary classification should, where possible, sep¬ 
arate at home” and “abroad” transactions, preserve uniformity with respect 
to calendar and fiscal year reporting, and maintain a uniform basis for 
measuring “cash” and “accrual” transactions. 

Adequate classification of government financial data, both for the central 
government and for provincial and local governments, and the comparability 
of these data among countries are prerequisites for any international co¬ 
ordination of economic programmes. 
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TECHNICAL APPENDIX 


A. Introduction 

It would be rather difficult and perhaps an impossible task to develop a 
set of model public finance accounts, equally satisfactory from the point 
of view of budgetary procedure and from the point of view of social account¬ 
ing requirements. Nevertheless, government accounts could be organized in 
such a way as to provide a reasonable basis for economic analysis, while 
maintaining the elements which are essential to meet the traditional bud¬ 
getary requirements. The system of accounts indicated in the tables below 
is similar to the kind of classification employed in Sweden since 1937 and 
also similar to that suggested by Professor J. R. Hicks. It represents a 
general framework which might be adjusted to the specific needs of a 
country. Its major purpose is to illustrate by concrete examples some of 
the discussion contained in the preceding sections. 

The accounts described below represent a complete consolidation of the 
financial transactions of the central government, the public undertakings 
and the social insurance funds. This means that transactions among the 
government sectors are not shown since they cancel out. 

It may be difficult, however, in particular countries to achieve such a 
complete consolidation of the transactions within the government sector of 
the economy. This applies, for instance, whenever charges are made for the 
services performed by one government department for another. In Sweden, 
to give an example, public buildings are maintained by a special fund which 
charges rentals to the various government departments occupying the build¬ 
ings. These rentals appear again as expenditure items of these departments. 
Similarly, a supply ministry might purchase office equipment and in supply¬ 
ing it might charge another ministry the price for it. In such cases the size 
of expenditure and receipts would be overstated, unless it is possible to 
exclude these transactions. 

In the tables given below there is one exception to the principle of com¬ 
plete consolidation of all government transactions. Wages and salaries of 
government employees are shown including the employees’ contributions to 
their pension funds (item 1 (iii) (a)—expenditure on goods and services). 
The government contribution to the pension fund is shown separately (item 
1 (iii) (6). The government employees’ contribution appears again on the 
receipts side of the table under social security taxes (item 11 (iii ) ( aa )) 
as well as the government contribution (item 11 (iii) ( ba )). Were the 
accounts fully consolidated, wages and salaries would be stated net of 
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pension fund contributions of the employees. Correspondingly, those con¬ 
tributions would not appear again on the receipts side (item 11 (iii) (aa)) 

and only the actual expenditure on government employees’ pensions would 
be shown (see item 3 (d )). 

While only the net results of the current transactions of the public under¬ 
takings are given in the consolidated statements, social security expenditure 
and receipts are included on a gross basis. For a complete presentation of 
a 1 government transactions it would be necessary to provide, in addition to 
the consolidated statement of accounts, statements on a gross basis showing 
the transactions of the public undertakings, and also of the social insurance 

funds, in case it were decided to include the latter transactions only on a 
net basis in the consolidation. 

Two additional columns have been provided for “Expenditure” as well 
as for the Receipts” in which transactions affecting the domestic economy 
are shown separately from those affecting the rest of the world. In analysing 
the effects of the transactions of the public sector on domestic income ac¬ 
counts such information would be essential. For example, some Allied war 
expenditures were financed by advances from the national governments’ 
respective central banks, in the territory in which the expenditures were 
made, and added to private income accounts in these countries. They were 
an expenditure in the budgets of the Allied countries but not an addition to 
the private income accounts of their residents. The expenditure abroad by 
t e wiss overnment for bulk purchases of foodstuffs for domestic con¬ 
sumption is another example. Even if such a breakdown is not readily avail- 
able for each item of expenditure or receipts, it would be most useful to 
subdivide the items for which the distinction in transactions effected “at 
ome and in transactions effected “abroad” has quantitative importance. 

The tables, which attempt to provide an illustration of an internally con¬ 
sistent and interdependent system of accounts, have been grouped in three 
sections, A, B, and C. All items separately shown in the three statements 
are numbered consecutively. Items which appear more than once in the 

statements are indicated by identical numbers to show clearly the link be¬ 
tween the different sets of accounts. 


B. Consolidated Accounts 

Section A—“Consolidated government accounts”—includes four statements. 

F ™\ t “ Current or revenue account”, second the “Capital account” and 
t lrd the Over-all financial results”, in which the results of all transactions 
on current as well as on capital account are summarized. This last statement 
again is linked to the “Consolidated cash position” (statement IV) which 
indicates the way in which the financial transactions of the government have 
been financed, such as by borrowings, foreign grants received, monetary op¬ 
erations and drawings on cash. There exists a further link between net bor¬ 
rowings (net balance of proceeds from borrowings and redemption of debt). 
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as included in the “Consolidated cash position” and the changes in the pub¬ 
lic debt, as given in section C—“Public debt”. In case of a divergence be¬ 
tween net borrowing and the increase in the public debt, table II of section C 
should indicate fully the nature of this divergence. Under section B—“Ag¬ 
gregated accounts of public undertakings”—the gross transactions of the 
public undertakings are shown, subdivided into a trading account and a 
profit or loss account. The items shown separately on the receipt and ex¬ 
penditure side of these two statements have been selected on the basis of 
their economic significance. Cross references have been made with respect to 
those items, which appear in. section A—“Consolidated statements”, such as 
surplus of profits, depreciation allowances, interest on treasury advances 
and price subsidies. 


(Text continues on page 45) 
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A. CONSOLIDATED 


(Central Government, 
I. Current or 


Expenditure 


At home Abroad Total 

1. Expenditure on goods and services for current consumption 

(i) Civil administration: 

(а) Supreme organs of State, etc. - - - 

(б) Foreign affairs . _ _ - 

(c) Police . 

( d ) Justice . _ _ _ 

(e) Education . _ « _ 

(/) Public health . _ _ - 

(g) Laboui . 

(A) Agriculture, industry, trade, merchant marine, etc.. - - - 

( i ) Finance . _ _ - 

(/> .- 

(k) . - 

(/) . - 

(m) Other . _ _ - 


Total civil administration 

(ii) Defence: 

(а) Army . 

(б) Navy . 

(c) Air Force . 

( d) Other . 


Total defense 


Total expenditure on goods and services for current 
consumption . 

(iii) Of which: 

(а) Wages and salaries of government employees .... 

(б) Government contribution to employees* pensions... 

(c) Purchase of materials and services . 


Total (a -f b -f c) 


2. Interest on public debt 

(a) Domestic issues . 

Less: interest on debt held by funds and undertakings 
comprised in consolidation . 


Total (a) 


(6) Foreign currency issues . 

Total interest 
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GOVERNMENT ACCOUNTS 

Public Undertakings and Funds) 
Revenue Account 


10. Income from property 


Receipts 


At home Abroad Total 


11. Taxes 

(i) Direct taxes: 

(а) Personal income tax .... 

(б) Corporate income tax ... 

(c) Excess profits tax . 

id) Property tax . 

(e) Capitation tax . 

(/) Duties on gifts inter vivos 

< g > . 

(h) . 

(i) . 

(/) Other direct taxes . 


Total direct taxes 


(li) Indirect taxea: 

(а) Import duties . 

(б) Export duties. 

(c) Excise duties . 

id) Turnover tax . 

(e) Transportation taxes. 

(/) Stomp duties . 

(f) . 

( h ) Other indirect taxes . 

Total indirect taxes 


(iii) Social security taxes: 

(а) Employees (direct taxes): 

Cm) Government employees . 

( ab) Other employees . 

(б) Employers (indirect taxes): 

(ба) Government (see item 1 (iii) (6)) . 

(бб) Other. 

Total taxes (11) 
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A. CONSOLIDATED GOVERNMENT 


(Central Government, 
I. Current or 


Expenditure 

. - . . . At home Abroad Total 

3. Social security payments 

(a) Old-age pensions . _ _ _ 

(b) Family allowances . - _ _ 

(c) Unemployment allowances . — _ _ 

(d) Pensions to government employees. - - - 

Total social security - - 


4. Price subsidies 

(а) To public undertakings (see item 48) . 

(б) To private enterprises . 

Total price subsidies 

5. Other transfers to private income accounts 

(а) War pensions (other than to government employees— 

see 3 (d) . 

( б ) . 

(c) . 

Total other income transfers 


6. Grants to local governments . 

7. Grants to foreign governments . 

8. Depreciation allowance on non-revenue-producing investments 

«■ 

Total current expenditure (1-8) 


9. Surplus on current account 


Total (1-9) 
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ACCOUNTS ( continued ) 

Public Undertakings and Funds) 
Revenue Account 


12. Surplus of fiscal monopolies 


Receipts 

At home Abroad Total 


Total taxes including monopolies (11 + 12) 


13. Surplus of profits of public undertakings: 

(a) Net surplus of profits . 

(b) Interest on capital advanced to undertakings . 

Total surplus of propits 


14. Interest (other than 13(b)), dividends, annuities 


15. Other current income 


Total current receipts (10-15) 


16. Deficit on current account 


Total (10-16) 
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II. Capital 


Expenditure 
At home Abroad Total 

17. Gross investment (including maintenance and repair) 

(а) Revenue-producing real assets. - - - 

(б) Non-revenue-producing real assets (see items 8 and 

21 ( 6 )) . - 

Total cross investment - 


18. Transfers to private capital accounts 

(а) Purchase of already existing real assets. 

(б) Purchase of securities. 

(c) Advances and loans: 

(i) For capital formation . 

(ii) For current production . 

(d) Other . 

Total transfers to private capital accounts 


19. Advances and loans to local and foreign governments (exclud¬ 
ing intra-governmental lending) . 

Total capital expenditure (17-19) 


t 

20. Excess of capital receipts over payments . . - - 

Total (17-20) - 


III. Over-all 



At home Abroad Total 


Total current expenditure (1-8) 
Total capital expenditure (17-19) 


Total 

Deduct: Depreciation (item 8) . 

25. Total expenditure . 

27, Over-all balance (items 26 less 25 items 16 and 24 less 9 
and 20) . 
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Account 


Receipts 

At home Abroad Total 

21. Depreciation, as provided in: 

(а) Current expenditure of public undertakings (see state¬ 

ment B, item 42) . - - - 

(б) Current expenditure (item 8) . - - - 

Total depreciation allowances - 


22. Transfers from private capital accounts: 

(а) Death duties . 

(б) Capital levies . 

(c) Proceeds from sale of real assets . 

(d) Sales of securities . 

(e) Repayments of advances and loans . 

(/) Other . 

Total transfers from private capital accounts 


23. Repayments of advances and loans to local and foreign gov¬ 
ernments (excluding repayments of intra-governmental bor¬ 
rowings) . 

4 

Total capital receipts (21-23) 


24. Excess of capital expenditure over receipts . 

Total (21-24) 


Financial Results 

Receipts 

At home Abroad Total 

Total current receipts (10-15) . - - - 

Total capital receipts (21-23) . - - - 

Total - 

Deduct: Depreciation (item 21 (6) =» item 8) . 

26. Total receipts . - - - 
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IV. Consolidated 

Incomings 

28. Cash at beginning of financial year . - 

26. Total receipts . «. 

29. Foreign grants received . 

30. Gains from monetary operations . 

31. Proceeds from borrowings: 

(а) Domestic . - 

(б) Foreign . - 

32. Other . - 

33. Grand total . 


B. AGGREGATED ACCOUNTS 

I. Trading 
Expenditure 


39. Personnel charges: 

At home Abroad 

Total 

(a) Wages and salaries . 

. — 

— 

- 

(b) Pensions r . 

— 

— 

— 

40. Purchases of goods and services . 




41. Inventory adjustments . 



— 

42. Depreciation allowances (see 21 (a)) . 


— 

— 

Total tradinc expenditure 

— 

- 

43. Trading profit (44—(39 + 40 + 41 + 42))_ 


— 

- 


Total 

— 

- 


II. Profit and 

Expenditure 
At home Abroad Total 

45. Interest on treasury advances (see 13 (6)) . 

46. Net surplus of profit (see item 13 (a)) . 

49. Surplus of profit (see item 13) . 
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Cash Position 

Outgoings 

25. Total expenditure . - 

34. Losses . on monetary operations . ~ 

35. Redemption of debt: 

(а) Domestic . ~ 

(б) Foreign . - 

36. Other . 

37. Cash at end of financial year . - 

38. Grand total (equal to item 33) . “ 


OF PUBLIC UNDERTAKINGS 

Account 


44. Sales of goods and services 


Receipts 

At home Abroad Total 


Loss Account 


43. Trading profit . 

^7. Interest on credits granted . 

*8. Subsidies received (see item 4 (a)) 

49 - Surplus of profit (see item 13) .. 


Receipts 

At home Abroad Total 
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C. PUBLIC DEBT 


I. Public Debt Outstanding 
(In national currency) 


Beginning of End of 

financial year financial year 

Change 

Held at Held at during 

home Abroad Total home Abroad Total year 

50. Domestic currency obliga¬ 
tions 

Long-term . - - - - - - - 

Short-term . - - - - - - - 

Total domestic issues - - - - 


Of which held by: 

(а) Central bank . 

(б) Commercial banks ... 

(c) Private persons. 

( d) Government depart¬ 

ments included in 

consolidation of ac¬ 
counts . 

(e) Other . 

51. Foreign currency obligations 
Of which issued in: 

(a) .* 

( h) .* 

(c) .■ 

m 

Total cross public debt 


52. Less: intra-governmental ob¬ 
ligations (see domestic 
debt, item (d)) . 


53. Net public debt (50 -f 51 
- 52) . 


54. Net domestic debt (50 — 
52) . 


* Indicate in subsidiary statement amounts outstanding in currency of issue. 
















II. Public Debt Reconciliation Table 


Financial year Financial year ending ... 

55. Net borrowing: 

(а) Domestic 

(31(a)—35(a)) ... 

(б) Foreign 

(31(6)—35(6)) . 

56. Increase in public debt 

(a) Domestic (see item 54 

—last column) . — 

(b) Foreign (see item 51- 

last column) . — 

57. Difference between net bor¬ 

rowing and increase in 
public debt 

(a) Domestic (55(a) — 

56(a)) . 

Arising from: 

(i) Debt assumption . — 

(ii) Debt repudiation . — 

(iii) Accrued interest . — 

(iv) Other . - 

(b) Foreign (55(6) — 

56(6)) . 

Arising from: 

(i) Debt assumption . — 

(ii) Debt repudiation . — 

(iii) Accrued interest. — 

(iv) Change in exchange 

rate applied . — 

(v) Other . - 


In the following the detailed composition of the accounts included in 
section A will be discussed. 

In accordance with the discussion in the preceding pages, a distinction 
ss been made in the above tables between government transactions on cur¬ 
rent account and on capital account. All items have been included in current 
expenditure which do not result in the creation or acquisition of capital 
assets - Tbe deficit or surplus on current account would therefore give a 
good indication of the degree by which the net liabilities of the government 
* ve been increased or decreased during the budget year. This balance would 
us represent an adequate definition of the budgetary deficit or surplus 
^ ma y n oted that other concepts of surplus or deficit are pos- 
81 le, and useful for particular purposes. Additions to or subtractions from 
P n vate * ncom e accounts, or net effect on money supply are examples of 
a ternative concepts. While for instance the “income effect deficit” is not 
s own as a separate entry, it can be approximated by adding to the current 
encit or subtracting from the current surplus, net investment (gross in¬ 
vestment item 17) less depreciation (item 21). 
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C. Current Transactions 


Expenditure on goods and services for current consumption (item 1) has 
been subdivided according to organizational unit. Where organizational units 
follow the pattern of government functions, this breakdown would cor¬ 
respond with the so-called functional classification. In an alternative classi¬ 
fication, current expenditure on goods and services has further been sub¬ 
divided according to its economic character (see item 1 (iii)), such as 
wages and salaries, the government’s contribution to the employees’ pen¬ 
sions fund and purchases of materials and services from outside. It is im¬ 
portant to segregate payments to factors of production, which represent 
compensation for services currently performed, from transfers to personal 
income accounts which are not matched by contributions to the national 
product. However, alternative classification schemes could conveniently be 
adopted for the subdivisions of the broad economic categories, indicated in 
the tables above. In addition, classifications according to purpose, nature, 
etc. could be adopted. 

Current expenditure on goods and services should at minimum be sub¬ 
divided into expenditure for defence (item 1 (ii)) and for civil adminis¬ 
tration (item 1 (i)). Defence expenditure should include all outlays, both 
current and capital, for defence purposes. Interest on public debt (item 2) 
has been divided into payments on domestic currency issues and foreign 
currency issues. Since the expenditure columns provide for a distinction 
between payments abroad and at home, it is possible to ascertain the exact 
amounts of interest payments abroad regardless of the currency of issue. 

In social security payments (item 3) pension payments to government 
employees (3 ( d )) have been included with other transfers to private bene¬ 
ficiaries. Price subsidies (item 4) are subdivided into payments to public 
undertakings and to private enterprises. Such subsidies to public under¬ 
takings would again appear on the receipts side of the “Aggregated ac¬ 
counts of public undertakings” (see section B). Grants to foreign govern¬ 
ments are shown as current expenditure (item 7), while foreign grants 
received appear under incomings in the “Consolidated cash position” (item 

29). 

On the receipts side a distinction is made between “direct” and “indirect 
taxes”. While, for purposes of social accounting, such a distinction between 
the gross national product at market prices and at factor cost is required, 
the grouping of taxes into these two categories is admittedly arbitrary. The 
decision to classify a tax as “direct” or “indirect” will differ from country 
to country or even from period to period in accordance with the nature and 
incidence of the taxes to be classified. For this reason the classification given 
in the table (item 11) indicates the possible degree of detail in itemizing 
taxes rather than an exact pattern of classification. As long as tax receipts 
are listed in sufficient detail they can always be grouped according to the 
judgment of the economic analyst. 
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Receipts from capital levies and death duties are shown under capital 
receipts (item 22). Again, the distinction between taxes paid from current 
income accounts and from capital accounts is rather arbitrary. A proportion 
of income taxes, especially those collected from the higher income brackets, 
can be assumed to be drawn from funds which otherwise would have been 
saved, rather than from funds which would otherwise have been spent for 
current consumption. On the other hand, capital levies may be paid to a 
certain extent from current incomes, depending on the tax rate and the 
length of period in which the tax liability may be met. The Italian capital 
levy, after the Second World War, provided for the possibility of paying in 
instalments during a six-year period. For a proportion of taxpayers this 
meant that the levy was paid from current income, and in part acted to 
restrict private consumption expenditures. Conversely, some levies classified 
as payable from income accounts may actually be paid from private capital 
accounts. In practice it is not possible to separate these categories with 
precision. 

The aggregate surplus of fiscal monopolies is shown as item 12. Since a 
part of these monopoly profits could be considered as tax receipts, a second 
total, giving tax receipts including monopoly profits, is shown. 

The surplus of profits of the public undertakings (item 13) as included 
in current receipts should be calculated along lines of commercial account¬ 
ing, i.e., after deduction of interest charges on capital advanced from the 
treasury. This includes interest charges on the capital invested by the 
treasury in public undertakings as well as temporary advances received from 
the treasury. However, the advances themselves or their repayment would 
not appear in the current account. While profits would thus be shown after 
deduction of interest charges (item 13 (a)) the receipts of the treasury in 
respect of interest would appear as a separate item on the receipts side 
(see 13 (6)). However, it would be possible to show only a global amount 
under item 13, “Surplus of profits” in the case that profits proper and in¬ 
terest charges cannot conveniently be separated. Separate statements, as 
illustrated in section B, should be included in the accounts. These would 
show the manner in which net results were related to the gross transactions 
°f undertakings. 

D. Capital Transactions 

The capital account as outlined in section A represents the consolidated 
capital transactions of the central government itself, as well as of the public 
undertakings and funds. Accordingly, all intra-governmental transfers will 
cancel out in such consolidation. 

The capital account could be set up in such a way that total expenditure 
and receipts would always balance. This could be accomplished by including 
proceeds from loans in capital receipts and assuming that the expenditure 
s ide of the capital budget includes only payments which either lead to the 
creation of new assets or to the acquisition of existing assets. In such a state* 
ment the increase in debt resulting from such expenditures would be offset 
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by the increase in assets. However, it is suggested here that a clearer picture 
of the final results of all government transactions could be obtained by 
excluding from capital receipts proceeds of loans, and from capital ex¬ 
penditures redemption of debt as well as changes in the cash position. Thus, 
because of the increase in assets accompanying it, the balance on capital 
account is not called deficit (or surplus), but simply excess of capital ex¬ 
penditure over receipts. This balance, together with the surplus or deficit on 
current account, should indicate the over-all financial result of all central 
government transactions. However, this presentation of the capital account 
makes it necessary to show an additional statement called “Consolidated 
cash position”, which reflects: (1) total net borrowing or net debt redemp¬ 
tion, (2) the effects of monetary operations including gains or losses on 
account of seigniorage, revaluation of gold or foreign exchange, and (3) 
foreign grants received. 

Capital expenditure would embrace, under the heading of gross invest¬ 
ment, all payments resulting in new real assets including expenditure on 
maintenance and repair. Under the heading of “Transfers to private capital 
accounts” the so-called financial investments are shown, such as purchase of 
securities and purchase of existing real assets: in short, those expenditures 
which do not result in the creation of new assets but simply in transfer of 
ownership of existing ones. On the receipts side of the capital account, taxes 
which subtract from private capital accounts but not from private income 
accounts are shown. This includes capital levies and other transfers from 
capital accounts, such as receipts from the sales of government-held real 

assets. 

Gross investment as defined above includes total real asset formation 
regardless of whether the new assets are revenue-producing or non-revenue- 
producing. This method might not be considered satisfactory in all instances 
because it results in a shift to capital expenditure of such items as road 
construction and maintenance, which in many countries are classified as 
current expenditure. For administrative purposes it would be logical to in¬ 
clude such non-revenue-producing capital outlays with other current civil 
expenditure of government. On the other hand, for purposes of analysing 
the economic significance of government activity, it would be highly desir¬ 
able to include such investments in capital expenditure. A complicated solu¬ 
tion for this dilemma has been worked out in the Swedish accounts where 
—with the main exception of the public roads—investment expenditure, re¬ 
gardless of its nature, is included in the capital budget, but where the non- 
revenue-producing portion of real investment is covered in current expendi¬ 
ture by immediate write-offs. This method has been adopted in the table 
above where depreciation on non-revenue-producing investments first ap¬ 
pears as item 8 of current expenditure and then is transferred to the re¬ 
ceipts side of the capital account (item 21 (6)). That part of depreciation 
which has been provided for in the current expenditure of the public under¬ 
takings (revenue-producing investments) is shown under item 21 (a). The 
latter amount is equal to the total provision for depreciation as shown in 





the working or revenue accounts of the public undertakings (item 42), 
which have calculated their surplus of profits included in current receipts 
of the consolidated accounts (items 13 and 49) after inclusion of deprecia¬ 
tion in their expenditure. 

E. Other Financial Statements 

Total expenditure and total receipts as given in the “Over-all financial 
results” have been adjusted by deduction of transfers between current and 
capital account, which otherwise would overstate the level of expenditure 
and receipts. The resulting balance is shown under item 27. 

The “Consolidated cash position”, in turn, should show the exact manner 
in which an existing positive balance has been utilized or negative balance 
(item 27) covered. 

Table B illustrates a possible method of aggregating certain types of 
public undertakings. The accounts are divided into a trading section and a 
profit and loss section. This division has the advantage of showing sep¬ 
arately the results of the business-type operations, without reference to the 
public undertakings’ relation to the treasury. The profit and loss account 
combines the results of trading activities with the results of financial 
activities, such as interest receipts and payments and treasury contributions. 

The types of account illustrated in B (I) and B (II) would be useful for 
public undertakings whose major activity consists of purchase and sale of 
commodities or of production of goods and services. These accounts are not 
readily adaptable to financial enterprises whose principal function is to 
make or guarantee loans to the private sector of the economy. For these 
enterprises it is necessary to develop balance sheet data showing the financial 
condition on both current and capital account at the beginning and end of 
the fiscal year. No effort has been made to develop such statements since 
this would require a complexity of accounts beyond the intended scope of 
this paper. It may be noted, however, that the fiscal year’s net lending 
activity of the central government and its undertakings with the private 
sector of the economy can be derived from the entries in table A (II). 
Items 18 (b) and 18 (c) show total outlays on security acquisition from 
and loans to the private sector; items 22 ( d) and 22 (e) show sales of 
private securities and loan repayments. The difference between these two 
pairs of items will show net lending activity. 

In the “Public debt statement” (section C I) information is required on 
the amounts outstanding on a gross basis and on a net basis, i.e., after 
deductions of intra-governmental obligations. In principle, the changes in 
net public debt should be equal to net borrowings, as given in the “Con¬ 
solidated cash position”. Divergencies may result from debt assumptions and 
repudiations by national governments, such as the inclusion in the public 
debt of obligations assumed as a result of the negotiations settling the lend- 
lease accounts, the repudiations of inter-governmental debts of the First 
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World War, additions of accrued interest to capital outstanding, or changes 
in the exchange rate applied in converting the amounts outstanding in for¬ 
eign currencies into their domestic currency equivalent. Commissions and 
discounts could be considered as another source of divergence unless ex¬ 
penditures for these items is included in total interest service (item 2). 

The statement on the Public debt outstanding” further provides for 

breakdown according to ownership. In analysing the economic effects of 

public borrowing it is of particular importance to indicate the changes that 

occurred in the relative shares of the public debt held by the central bank, 

the commercial banks, private persons and corporations. A comprehensive 

classification of the public debt on this basis is now available only for the 
United States. 

The classification of accounts which is suggested above represents, in some 
respects, an elaboration of the accounts used in the public finance ques¬ 
tionnaire which has been circulated by the Fiscal Division of the Depart¬ 
ment of Economic Affairs in co-operation with the Statistics Division of the 
International Monetary Fund. This questionnaire is intended to provide 
annual as well as monthly data from the various governments, indicative of 
the effect of government financial operations on the economy as a whole. 

The questionnaire requires that all accounts pertaining to the central gov¬ 
ernment and its various departments, offices, agencies, corporations and 
other units, be consolidated into one statement. However, in the case of the 
accounts of government enterprises primarily engaged in buying or selling 
goods or services, as well as of the accounts of any government banks, only 
the net total payments between them and the central government are in¬ 
cluded in the consolidated statement of receipts and expenditures. Results of 
monetary operations, such as net issues of currency, profits from deprecia¬ 
tion of the currency or appreciation losses, are intended to be excluded 
from revenue and expenditure. Proceeds from loans and redemption of debt 
are also excluded. The net balance between receipts and expenditures thus 
obtained should give some rough indication of the addition to or subtraction 
from the total money supply resulting from the public finance transactions 
of the government. Further columns in the questionnaire provide for in¬ 
formation on the changes in the cash position of the government and 
changes in the public debt. 

The major refinement in the accounts outlined above—a refinement which 
goes a step beyond the public finance questionnaire—is a classification which 
will reveal the relation of government activities to both private income and 
private capital accounts. On the other hand, the accounts as outlined do not 
reveal all of the information needed for a system of national income ac¬ 
counts inasmuch as they do not distinguish the sectors to which government 
payments are made and the sectors from which government receipts are 
derived (i.e., consumers, business, international). 
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COUNTRY APPENDICES 


Introductory Note 

The following appendices present the main features of the budget sys¬ 
tems of Italy, Sweden, the United States of America and the Union of 
Soviet Socialist Republics. 

Italy has been selected because it is an interesting example of the wide 
and extremely diversified character of government activities, which, how¬ 
ever, are not fully reflected in the central government accounts. The existing 
difficulties in delineating the public sector from the private are subjected to 
special scrutiny. 

Sweden has been chosen because of its exceedingly well integrated and 
logically consistent double budget system with a rather sophisticated use of 
provision for depreciation. 

The United States of America has been selected because of the highly 
interesting inter-relationships between the social security funds and central 
government transactions. Moreover, the different types of organization for 
public undertakings and their integration with the central government 
budget warrant careful analysis. 

The budget of the USSR has been chosen because it is the best available 
example of a system operating in an economy based on public ownership 
of the means of production. The differing economic significance of the 
budget in such an economy as well as the differing economic significance 
of the turnover tax and public undertakings profits are the most important 
subjects of analysis in this chapter. 

Generally, an attempt has been made to analyse the various budget sys¬ 
tems from the point of view of the problems raised in the preceding study. 
However, a rigid uniformity in presentation of the budget structures of each 
country would have limited the possibility of giving full attention to the 
distinctive characteristics of each particular system. 

A. The Italian Budgetary Structure 

Introduction: the public sector of the economy and the government accounts 

The role of the central Government in the national economy in Italy, as 
in most other countries, has become of increasing importance as it has as¬ 
sumed wider responsibilities in the economic and social fields. 
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The rate of growth of the public sector in Italy was most marked in the 
inter-war period and particularly in the early 1930’s. At this time the Gov¬ 
ernment acquired from the major commercial banks their shares in indus- 
tnal enterprises which had become immobilized as a result of the depres¬ 
sion. 1 he process continued throughout the pre-war decade as the Govern¬ 
ment, in intensifying its economic self-sufficiency programmes, increased its 
holdings in the quasi-nationalized industries and created new organs, with 
varying degrees! of autonomy from the central administration, for the ex- 

ploitation of natural resources and for the expansion of the heavy industry, 
snip-building and armament sectors. 

The lack of sufficient information makes it impossible to give a cora¬ 
ls 6 ensive picture of government participation in the national economy. 
Certain data published in a report of the United States Economic Coopera¬ 
tion Administration 1 may serve to outline the nature of the economic activi¬ 
ties in which the Government participates, as well as the extent of such 
participation. 


The Govemtnent is in a position to control, directly or indirectly, the 
bulk of rail transport facilities and a considerable share of road transport, 
p.'iosenger shipping and other service industries such as telephone, tele- 
grap and radio. It controls 23 per cent of the national power output, 
nearly all of the output of hard coal, two-thirds of the iron ore and mer¬ 
cury production and a substantial share of the production of other non- 
ferrous metals. All of the country’s blast furnaces and about half of the 
steel-mill capacity are controlled by the Government. In the machinery and 
equipment industry, State-controlled plants comprise one-third of the pro¬ 
ductive capacity for airplane and diesel engines and for electric machinery. 
On the whole, State-controlled mechanical and engineering industries em¬ 
ploy 100,000 workers and comprise one-third of the output of medium 
and large plants in this field. 2 


In the banking sector, State-controlled institutions administered 79 per 
cent of total deposits in 1945. 3 Such control is effected through official in¬ 
stitutions, which include the so-called “public law credit institutions” (Istir 
tutl di credito di diritto pubblico ), the savings banks (Casse di risparmio) 
and the postal savings system (Casse p os tali ), or through banks (the so- 
called banks of national interest”) in which State ownership ranges from 
a minimum of 80 per cent to as high as 96 per cent. 

In the social field there was a parallel growth in the Government’s social 
security and public assistance services. In 1948 the contributions to the 
various social security schemes, excluding those charged to the general 
budget, amounted to 341 billion lire, i.e., over one-third of the total budget 


't TOP Z n Recovery Pr °g r *m, Italy, Country Study (Washington, D. C., February 
1 'JVy / t P» JVi 

2The data in the above-mentioned report refer to 1948. The picture has not materially 
changed during the past two years. 

5 Ministero per la Costituente, Rapporlo della Commissione Economica, IV-Credito ed 
Assicurazione, 1946, Parte I, p. 337. 
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revenue for the fiscal year 1948-49. Benefit payments totalled nearly 340 
billion lire or approximately 22 per cent of budget expenditure for the same 
fiscal year. 4 

Government participation in the economy in the inter-war period was 
generally effected through the establishment of a large number of public 
or “quasi-public” organs, often referred to as “parastatal institutions” (enti 
parastaali ). These institutions include both those conducting purely com¬ 
mercial activities (e.g., banks) and those performing social services (e.g., 
social security institutes and public assistance boards). 

The “parastatal institutions”, in contrast with the older public undertak¬ 
ings (railroads, postal services, etc.), are not subject to direct budgetary 
control by the central administration. Their accounts are not integrated with 
the general budget accounts. As a result, the structure of the Italian general 
budget has undergone little change since the turn of the century. 

The general budget comprises the receipts and expenditure of the central 
government reported on a gross basis, plus the net operating results of the 
public undertakings entirely owned by the State and operated by “autono¬ 
mous agencies” under the direct supervision of the various ministries. 

With respect to the “parastatal undertakings”, the general budget records 
only certain capital transactions, i.e., Treasury loans and advances, con¬ 
tributions to their endowment funds (and their repayment), as well as inter¬ 
est payments accruing to the Treasury from such transactions. The general 
budget also includes that share of the profits (in the case of commercial 
enterprises) which may accrue to the State, as share-holder, or in certain 
cases, the residuum of net profits, after provision is made lor various pur¬ 
poses, such as “contingency reserve funds”, “investment funds” (other than 
depreciation), special funds earmarked for the welfare activities of the 
institution itself, or as contributions to public welfare institutions. In the 
case of the social security institutes the budget records only the State’s share 
of the contributions to the various schemes. 

The necessity of consolidating, in some fashion, the accounts of the 
“parastatal institutions” with the general budget was recognized in a report 
of the Economic Committee of the Constituent Assembly in 1946. 6 Little 
progress appears to have been made in this direction in recent years. The 
Government has been faced with the far more urgent task of reorganizing 
its own fiscal and administrative machinery, which had been almost com¬ 
pletely disrupted by two years of warfare on Italian territory. 

The problem of consolidation of accounts had received some attention in 
earlier years, though the emphasis at the time was primarily on publicity. 
In 1939 the accounts of all government institutions were required by law 

4 Ministero del Tesoro, Relazione Generate suUa Situazione Economica del Paese 
^°nie, January 1950), p. 87. 

0 Ministero per la Costituente, Rapporto della Comissione Economical V—Finanza, 
1946, Parte I, pp. 32-36. 
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to be presented in conjunction with the general budget. 6 In 1942, however, 
die law was modified to permit the various agencies to present their accounts 
independently of the general budget, since in most cases their accounting 
period did not coincide with that of the central Government. 7 

The following account of the Italian budgetary structure is devoted largely 
to the central government accounts. Because of the importance of the “paras¬ 
tatal institutions” a brief analysis of their status and of their financial rela¬ 
tionship with the central Government has also been included. 

The various topics discussed have been grouped under the following gen- 
eral headings: 

I. Public undertakings; 

II. Social security institutes; 

III. Classification procedures; 

IV. Methods of financial reporting. 

I. Public undertakings 
Types of public undertakings 

As previously noted, there are two types of public undertakings: those 
wholly owned and operated by the State, and the so-called “parastatal insti¬ 
tutions”. The former, though enjoying a certain degree of autonomy as com¬ 
pared with the purely administrative government departments, form an 
integral part of the central government structure, and are operated under 
the direct supervision of the various ministries. 

The parastatal undertakings ’, on the other hand, have a separate legal 
status, i.e., they are public law institutions” (enti di diritto pubblico) , and, 
as such, are free from the type of budgetary controls exercised over the 
government departments. The parastatal undertakings” are, however, sub¬ 
ject to varying degrees of central government supervision, usually exercised 
through the appointment of high-ranking members of the various govern¬ 
ment departments to their administrative boards. 

In general their original capital funds ( fondi di dotazione ) were sub¬ 
scribed both by the Government and/or by other public institutions having 
similar status, e.g., the Cassa depositi e prestiti (Loan and Deposit Fund), 
\vhich administers such organizations as the postal savings system and the 
social security institutes. 

Some idea of the range of activities and services performed by these insti¬ 
tutions may be obtained by listing some of the principal ones according to 
their functions: 


8 Royal Decree No. 720, 6 April 1939. 

7 Royal Decree No. 442, 30 March 1942. 
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(a) Industrial enterprises: 

Azienda Carboni Italiani —ACAI— (Italian Coal Agency) ; 

Azienda Ligniti Italiane— ALI—Italian Lignite Agency) ; 

Azienda Minerali Metallici Italiani —AMMI—(Italian Metallic Minerals 
Agency). 

( b ) Financial institutions: 

Banca d f Italia (the Central Bank) ; 

Istituti di credito di diritto pubblico (comprising five major commercial 
banks); 

Casse di risparmio (savings banks) ; 

Casse postali (postal savings banks) ; 

Long and medium-term credit institutions (including the Istituto Mobiliare 
Italiano and three other agencies specializing in long-term financing of 
industrial enterprises, public utilities and public works construction) ; 

Istituto per la Ricostruzione Industnale— IR1—(Institute for Industrial Re¬ 
construction) . 

A comprehensive account of the Italian budgetary structure should in¬ 
clude an analysis of the relationships between the accounts of all subsidiary 
government institutions and the general budget as well as the complex rela¬ 
tionships arising from inter-agency transactions. Such an account is beyond 
the scope of this paper. In order to illustrate certain of these relationships, 
however, a brief review is given below of the wholly-owned public under¬ 
takings, of the Institute for Industrial Reconstruction, as perhaps the most 
important of the “parastatal institutions” in the economic field, and of the 
social security institutes, as the most important example of parastatal in¬ 
stitutions” in the social field. 

Wholly-owned public undertakings 

The principal undertakings owned and operated by the Government are 
the following: 

State Railways (Amministrazione delle Ferrovie dello Stato) ; 

Fiscal Monopolies-tobacco, salt, matches and lighting appliances, cigarette 
paper ( Amministrazione dei Monopoli di Stato) ; 

Post and Telegraph Services ( Amministrazione delle Poste e dei Telegrafi) ; 

Telephone Services ( Azienda di Stato per i Servizi Telefonici ); 

State Roads (Azienda Nazionale Autonoma delle Strode Statali). 

\ 

The above institutions are organized as “autonomous agencies or ad¬ 
ministrations” and have separate budgets which are published as annexes 
to the general budget and are approved by Parliament at the same time as 
the latter. 
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The system of annexed budgets is designed to permit greater flexibility in 
the administration of the public enterprises by permitting them to adopt 
accounting methods approximating those used in commercial undertakings 
and by not subjecting them to the formal and more cumbersome expendi¬ 
ture controls imposed on the government administrative departments. It 
should be noted, however, that the degree of control exercised both by the 
legislature and by the Executive over the autonomous agencies varies con¬ 
siderably according to the nature of each agency as well as the historical 
circumstances under which it was established. 

The tobacco and salt monopolies, for example, which are a major source 
of tax revenue, 8 are in practice administered as a department of the Minis¬ 
try of the Treasury. Their operations are subject to close scrutiny by the 
legislature, since they affect to a considerable degree decisions with respect 
to the taxation of tobacco and salt, and indirectly, owing to their importance 
as a source of revenue, taxation policy in general. 

The major part of the contribution of the tobacco and salt monopolies to 
the general budget is determined on the basis of a flat percentage of gross 
receipts and is entered in the budget accounts as tax revenue. The remainder, 
i.e., gross receipts less gross expenditure (including tax revenue assigned 
to the budget), accrues to the general budget as “net industrial profits of 
the fiscal monopolies”. 

The accounts of the public undertakings are consolidated with those of 
the general budget on a “net” basis, i.e., their operating surpluses appear 
on the receipts side of the budget as profits of public undertakings, and, 
correspondingly, operating deficits are recorded on the expenditure side as 
“contributions to meet current deficits”. The general budget also shows gov¬ 
ernment contributions to meet the extraordinary capital outlays of the au¬ 
tonomous undertakings, e.g., those arising from the repair and replacement 
of plant and equipment destroyed by the war. Contributions towards meeting 
ordinary capital outlays normally take the form of loans and advances and 
are recorded in a special category of the budget under the heading “move¬ 
ments of capital”. 

There are instances, however, in which government grants to the public 
enterprises may take an indirect form. This has been the case with the fiscal 
monopolies in the post-war years where the Government, by the simple ex¬ 
pedient of lowering the proportion of gross receipts normally assigned to 
the general budget as tax revenue, has virtually granted the monopolies an 
indirect subsidy. In the draft estimates for 1949/50 this indirect subsidy 
was calculated at 12,650 million lire. 0 

8 In 1948/49 their yield amounted to nearly 19 per cent of total tax revenue as com¬ 
pared with 15 per cent in 1938/39. Cf. United Nations, Department of Economic Affairs, 
Public Finance Information Papers , Italy , ST/ECA/SER.A/3, June 1950, p. 25. 

0 Ministero del Tesoro, Ragioneria Generale dello Stato, Previsione delle Entrate e delle 
Spese dello Stato per rEsercizio Finanziario 1949-50 (Poligrafico dello Stato. Rome 1949), 
p. 19, and p. 54, footnote (a). 
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The Institute for Industrial Reconstruction 

The Istituto per la Ricostruzione Industrial, usually referred to as the 
“IRI”, was established in 1933 in the form of a public holding company. 
At the outset it had a two-fold purpose: (a) to take over from the major 
commercial banks their holdings of shares and other participations in indus¬ 
try which had become immobilized during the depression, and ( b ) to pro¬ 
vide long-term financial assistance to such enterprises as had not sufficient 
certainty of obtaining credits on a strictly business basis. The latter function 
was, in the course of a subsequent reorganization, entrusted to the Istituto 

Mobiliare Italiano. 

During the 1930’s and the early years of the war the IRI became the 
major instrument in the Government’s drive towards self-sufficiency in the 
industrial sector. By 1948 the IRI had taken over shares giving it control 
of 25 per cent of total electrical production in Italy, of shipping companies 
(16 per cent of total tonnage), of telephone companies (serving 57 per cent 
of the instruments in use), of iron and steel enterprises, representing 43 per 
cent of total production in this industry, and of the mechanical and engi¬ 
neering industries, ranging from 80 per cent of total production of large 
ships to 10 per cent of the production of motor vehicles. The IRI also has 
considerable interests in the mining and chemical industries and contro s 
banking institutions administering 25 per cent of total deposits of the Italian 
banking system. 10 

The status of the Institute for Industrial Reconstruction was redefined 
under a new Statute enacted in February 1948. 11 The Statute endowed the 
IRI with a capital fund of 60,000 million lire, most of which has already 
been utilized to cover the operating deficits of the engineering and me- 
chanical industries under its control. 12 The new law also provided for par¬ 
liamentary review of the Institute’s activities by requiring the publication of 
its accounts as annexes to the accounts of the central Government. 

The Statute provided for the disposal of the net profits of the Institute as 
follows: 

(1) 20 per cent to an ordinary reserve fund for covering future operat- 
ing losses; 

(2) 15 per cent for the training of technical and administrative person¬ 
nel of the Institute and for establishing research laboratories in business 
administration; 

(3) 65 per cent for repayment of the initial endowment fund and subse¬ 
quent advances of the Treasury. 

Upon completion of repayment of the Institute s indebtedness to the 
Treasury the 65 per cent of the net profits referred to under (3) above 

10 IRI, Relazione del Consiglio Amministralivo , Esercizio 1948 (Rome 1949), p. 11. 

n Statuto delCIstituto per la Ricostruzione Industriale, Legislative Decree No. 51, 
12 February 1948. Gazzetta Ufficiale (21 February 1948). 

n IRI. Relazione del Consiglio , loc. cit., p. 25. 
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accrue to an extraordinary reserve fund; the statute makes no explicit pro- 
y’S'on for ^e ultimate disposal of the latter. Should the Institute’s net losses 
in any given year exceed the ordinary reserve fund the provision for cover- 
ing these losses has prior claim on future profits. 

The ,nstitute aIso has ’ in common with other “parastatal institutions” 
(e.g., I MI) the power to borrow on the private market through the issue 
of securities with State guarantee. 

It may be seen from the special status of the IRI vis-a-vis the central Gov¬ 
ernment, a status which it shares, mutatis mutandis , with other “parastatal 
institutions”, that the principle of the “single fund” under direct control of 
the central treasury has been abrogated. This makes it impossible, on the 
basis of the budget document alone, to determine the proportion of the na- 
tional income which is transferred to the central Government in any given 
year, from the profits of all government enterprises and from the net accu¬ 
mulations of surplus liquid assets by the social security funds. Further, it is 
extremely^ difficult to trace the redistribution of “net profits” and “net accu¬ 
mulations” to the private sector since a considerable portion is transferred 
to other public institutions (by way of interest payments, dividends, con¬ 
tributions to welfare funds, etc.) before entering private income accounts. 

II. Social security institutes 

The social security services also fall outside the scope of the general 
budget. The latter includes only the government contributions to the various 
schemes. The social insurance services were established at different periods 
and grew up with separate budgeting systems and with varying degrees of 
autonomy from the central administration. 

In general the various services, like the “parastatal” commercial under¬ 
takings, are organized as public law institutions” with separate juridical 
status and administrative autonomy. In 1949 there were fifteen such institu¬ 
tions, some of them in the process of liquidation or amalgamation with the 
major ones. 1 ** Of these, by far the most important are the following: 

(а) Istituto Nazionale della Previdenza Sociale (National Social Insur¬ 
ance Institute) ; 

(б) Istituto Nazionale per VAssicurazione Malattie (National Institute 
for Insurance against Sickness) ; 

(c) Istituto Nazionale per l Assicurazione contro gli Lnfortuni sul La- 
voro (National Institute for Insurance against Employment Injuries). 

The National Social Insurance Institute administers old age, invalidity, 
survivors , unemployment and tuberculosis insurance schemes covering nearly 
all salaried employees, as well as certain categories of self-employed. The 
personnel of central and local public authorities, including the autonomous 

13 Annuario di Statistiche del Lavoro, 1949 (Rassegna di Statistiche del Lavoro: Rome 
1949), p. 261. 
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agencies, and certain special categories of employees in the private sector 
(e.g., commercial agents, workers in the amusement industries, etc.), have 
special insurance funds of their own. Certain of the insurance funds for 
public employees are administered directly by the Ministry of the Treasury. 

In addition to social insurance services proper, the National Social Insur¬ 
ance Institute also administers, on behalf of the Government, certain public 
assistance services, i.e., services for which no direct contribution is paid by 
the beneficiaries to the State. The most important of these are family allow¬ 
ances and allowances for dependants of persons performing compulsory 
military services. 

The social insurance services are financed principally by employers’ con¬ 
tributions, and to a minor extent, by State contributions. 14 Government con¬ 
tributions are on a permanent basis only with respect to old age, Invalidity 
and survivors’ insurance. Contributions towards unemployment insurance are 
established by special laws and apply only to extraordinary benefits to the 
unemployed voted by Parliament as the need arises. Both the permanent 
contributions and the emergency unemployment contributions are entered 
in the budget accounts of the Ministry of Labour and Social Insurance. 

The latter Ministry, as well as the Ministry of the Treasury, is charged 
with the general supervision of the activities of the Social Insurance Funds. 
Such supervision includes the submission of the social insurance accounts 
to both Ministries; however, they are not bound to present these accounts 
to Parliament as is the case for the accounts of the public enterprises 
previously discussed. 

It is to be noted that the autonomy of the social insurance institutes is 
limited to the administration of the funds at their disposal. Policy decisions, 
i.e., decisions affecting contributions and benefit rates, are made by Execu¬ 
tive Decree, the initiative resting with the Ministry of Labour and Social 
Insurance subject to the approval of the Ministry of the Treasury. Since 
social security contributions are in most instances more in the nature of 
taxes rather than insurance premiums, it has been asserted that under the 
present system the taxing power of Parliament is circumvented. Conse¬ 
quently, it has been suggested by public finance specialists that the budgets 
of the social insurance institutes be submitted to Parliament as annexes to 
the general budget. 15 Additional justification for this lies in the growing 
importance of social insurance funds as a source of government finance and 
as an additional instrument of fiscal policy, whose effectiveness depends on 
the degree to which it is co-ordinated with general budgetary policy. 

The major difficulties involved in the presentation of the social security 
accounts to show meaningful relationships between their transactions and 
those of the central Government arise primarily from the existence of many 

14 In 1948 government contributions to all services amounted to less than 6 per cent of 
the total; cf. Minister© del Tesoro, Relazione Generate, op. cit., p. 87. 

Cf. G. Petrilli, “Le Statut financier des assurances sociales en Italie”, Public 
Finance, vol. V, no. 3, Amsterdam, 1950. 
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authorities administering the various services with different degrees of 

financial autonomy, and from the fact that their accounting periods do not 
coincide with that of the central Government 

At present the Government is considering the adoption of a plan which 
was prepared by a special Government Commission in 1948 for the gradual 
unification and improvement of the social security services. It is to be noted 
that the new plan does not envision the integration of the social security 
accounts with those of the general budget nor their presentation as annexes 
to the latter for review by the legislative bodies. 16 A step in this direction 
was taken in January 1950 when the Minister of the Treasury, in a general 
report on the economic situation of the country accompanying the budget 
estimates for 1950/51,' 11 published, for the first time in the post-war period, 
comprehensive information on the activities of the social insurance insti¬ 
tutes. Such information, however, was confined to a statistical summary 
of the contributions collected and benefit payments effected in 1948, and 
provisional results for 1949, showing at the same time the over-all contribu¬ 
tions from the general budget to the various social security services. No 
estimates were given for 1950 nor were the data presented in such a form 
as to show the relationships of the financial activities of social insurance 
institutes with those of the central administration, and with those of the 
“parastatal undertakings”. It may be noted in this connexion that the social 
insurance institutes are, together with the postal savings system and the 
savings banks, the major holders of government debt and of the share 
capital of most of the “parastatal undertakings”. 

III. Classification procedures 
Structure of the budget document 

The Italian budget, under its present structure, is intended primarily to 
serve as an instrument for legislative and executive control over the collec¬ 
tion and disbursement of public funds. The primary basis of budgetary 
organization is the administrative unit, in this case, the Ministry. The 
emphasis on the administrative unit as the basis of organization is related 
to the fact that, at least from the legal point of view, the budget is not a 
single entity. The Italian budget is composed of the expenditure budgets 
of the various ministries, each approved by Parliament in a separate law. 
Parliamentary discussion and review of the budget as a whole, however, is 
provided by the presentation of the expenditure budget of the Ministry of 
the Treasury which also includes revenue estimates. The Minister of the 
Treasury presents at the same time a “preliminary note” which includes 
an analysis of the over-all budget estimates as compared with those of the 
previous year, as well as summary tables showing over-all expenditure 
classified by nature or purpose, rather than by ministries. 

18 Cf. G. Petrilli, op. cit., p. 407. 

17 Document cited in footnote ("*), p. 53. 




Parliamentary approval of the over-all budget estimates, as presented in 
the budget of the Minister of the Treasury, by implication constitutes 
approval of the expenditure budgets of all the ministries. The requirement 
that each of these be in turn approved by a separate law is a legal formality 
designed to ensure greater parliamentary control over the expenditure of 
the various ministries; separate approval does not imply the existence of 
separate budgets with independent sources of income. 

The voted budget is not normally published as a single document. It 
appears in the “Official Gazette” (Cazzetta Ufficiale ) in the form of special 
laws as the various ministerial budgets are approved. Over-all summaries 
of the budget are published periodically in the monthly Treasury Summary 
Accounts ( Conti Riassuntivi del Tesoro) ; these show the original voted 
estimates and the revised estimates on the basis of supplemental parliamen¬ 
tary appropriations or budget amendments effected, within the statutory 
limits, by the Ministry of the Treasury. 

The expenditure budgets of the various ministries also include the “an¬ 
nexed budgets” of the autonomous undertakings under their supervision. 


Classification of receipts and expenditure: main categories 

Receipts and expenditure of the Italian general budget are classified under 
two broad “titles”: “ordinary” and “extraordinary”. Both titles are in turn 
subdivided in two “categories”: “effective receipts and expenditure” ( entrate 
e spese effettive) and “movements of capital” ( entrate e spese per movi- 
mento di capitali) . The latter category appears only as a sub-classification 
of “extraordinary receipts and expenditure”. 

The distinction between “ordinary” and “extraordinary"' receipts and 
expenditure is admittedly not clear-cut. depending ultimately on the judg¬ 
ment of the classifying authorities as to whether the receipts and expendi¬ 
ture in question are to continue indefinitely in the future. 18 The guiding 
principle in this case is to classify as “ordinary” receipts originating from 
permanent sources of revenue, and expenditure arising from the “normal” 
activities of the central Government; and as “extraordinary” all other 
receipts and expenditure. 


Examples of the latter type of classification over the past decade may 
serve to illustrate the distinction in practice. “Extraordinary expenditure” 
has included all the exceptional charges arising from the war. such as 
general reconstruction, grants to State enterprises and local authorities to 
meet current deficits and to repair war damages, emergency relief and assist¬ 
ance, veterans’ allowances and war pensions, compensation for war damages, 
price subsidies for certain basic food products, etc. 

Extraordinary receipts”, on the other hand, consist largely of the pro¬ 
ceeds of war and post-war emergency taxes, such as the war excess-profits 
tfl x, the capital levies, the tax on profits derived from political activity 

Cf. Rapporto della CommLssione Economica , V Finanza , op. cit., p. 44. 
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under the fascist regime, etc. They also include such part of the local cur¬ 
rency counterpart proceeds of foreign aid (United States Interim Aid and 
ERP) as have been assigned to the general budget. 

The distinction between “effective receipts and expenditure” and “move¬ 
ments of capital is somewhat more clear-cut. “Effective receipts and expen¬ 
diture are defined as those which result in an increase or decrease in the 
State s net assets . “Movements of capital” are those items of receipts and 
expenditure which merely record a change in the composition of the State’s 
assets and liabilities and produce no effect on its net capital position. 

It is to be noted that the term “State assets” as used in this connotation 
has a very restricted meaning. In practice it includes only certain revenue- 
yielding property under the direct administration of the central Government 
but not the revenue-yielding assets of the public undertakings (the State 
Railways, Post Office, etc.). “State assets” further includes as “Treasury 
assets claims on the assets of the public undertakings, the “parastatal 
institutions”, local authorities and private enterprises, arising from Treasury 
loans and advances or recoverable contributions to their capital funds. 

An example may serve to clarify this particular concept of “State assets”. 
If the Government makes an outright grant to a public undertaking (e.g.. 
the State Railways) to meet the latter’s capital outlays, it will be recorded 
as “effective expenditure” even though such expenditure clearly results in 
an increase in revenue-yielding assets. If a contribution for similar purposes 
takes the form of a repayable loan or advance it will be entered as an 
“expenditure” under “movements of capital”. Such an “expenditure” results 
in an increase in the State’s revenue-yielding assets, in this case, interest- 
bearing loans or advances. Therefore, the category “movement of capital” 
is not intended to identify all expenditure on “revenue-yielding assets” 

It is interesting to note in this connexion that a far broader concept of 
the term “State asset” is adopted in the so-called “patrimonial accounts”, 
in which an attempt is made to measure the over-all effect of budgetary 
and extra-budgetary (Treasury) transactions on the State’s “net assets”. In 
this case the “State’s assets” include not only revenue-yielding assets under 
direct control of the central administration, but also the fixed assets of the 
State enterprises, government participations in the “parastatal institutions” 
(not their real assets) and in private enterprises. It also includes assets of 
a non-revenue-yielding nature such as military equipment, government 
buildings and office equipment, and artistic and scientific property, but does 
not include assets whose value cannot be readily assessed, such as roads. 

The latter concept of “State assets” is merely intended as an accounting 
device to ensure proper control over the administration of State property 
by the various departments, and not to measure the “financial soundness 
of budgetary operations. 
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The procedure by which budgetary and extra-budgetary transactions are 
reconciled with changes in the State balance-sheet is exceedingly complicated 
and its details need not be examined here. As far as the budget operations 
are concerned, the procedure consists essentially in separating all items of 
receipts and expenditure (in addition to those recorded under “movements 
of capital”) which produce no net change in the State’s assets as defined 
by the broader concept of the over-all “State balance sheet”; and in showing 
them, in a special reconciliation schedule, as changes in the value of the 
component items. In the example given above, a contribution to a State 
enterprise for capital outlays, previously classified as “effective expendi¬ 
ture”, will now be entered in the patrimonial accounts as a self-offsetting 
item. 

The elimination of all such “self-offsetting” receipts and expenditure from 
the budget leaves what are defined as “effective receipts and expenditure 
proper”, i.e., those which result in an actual increase or decrease in the 
value of the State's “net assets” under the broader definition. The difference 
between the “effective receipts” and “effective expenditure” as now defined 
is said to measure the change in the State’s “net assets” resulting from 
budgetary transactions. This change may be reflected in the State’s balance- 
sheet either as a change in the cash balance or as a change in State indebted¬ 
ness. 

It is evident from the foregoing that this measure of the effect of bud¬ 
getary transactions on the State’s “net assets" is to be taken merely as an 
accounting entity, having no economic significance in and of itself. 19 This 
is due to the fact that the definition and the valuation of the State’s assets 
are necessarily arbitrary. 

The discussion of the Italian concepts of “State assets” at this stage may 
appear somewhat in the nature of a digression. However, an examination 
of these concepts will help to clarify the nature of the distinction between 
“effective receipts and expenditure” and “movements of capital”. 

In addition to the items mentioned above (purchase and sale of revenue- 
yielding property, loans and advances, and capital contributions and their 
repayment), “movements of capital” include, as other major items, proceeds 
from the issue of long- and medium-term bonds and their repayment, and 
issue and retirement of currency. This last item is of relatively minor im¬ 
portance; it includes only bills of very small denominations forming an 
insignificant part of the currency in circulation. 

Classification of receipts 

“Ordinary receipts” are classified by source into seven major groups: 
(1) income from State property; (2) net profits of public undertakings; 
(3) taxes; (4) income from minor public services; (5) reimbursements and 
repayments; (6) special receipts and contributions; (7) various receipts. 

19 Cf. Arnaldo Marcantonio, L’Azienda dello Stato (A. Giuffre: Milan, 1950), pp. 
369-371. 
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The first group includes all income derived from the “public domain”, 
in the form of rent, fees, charges, and proceeds from the sale of the products 
or services of the so-called “patrimonial agencies”, canals, mineral water 
establishments and mines. The second group has already been examined in 
a previous section. Taxes are in turn subdivided into the following headings: 
direct taxes (including income and property taxes), indirect taxfes on trans¬ 
actions, customs duties and indirect taxes on consumption, monopolies, and 
lottery receipts. 

The distinction between direct taxes” and the remaining sources of tax 
revenue which may, broadly speaking, be considered as “indirect taxes” is 
purely administrative and not necessarily based on economic criteria. The 
classification is detailed enough, however, for the economic analyst to make 
the necessary adjustments. In practice only the first group of “indirect 
taxes i.e., taxes on transactions ’, includes what for most analytic pur¬ 
poses may be classified as direct taxes, i.e., gift and succession duties and 
certain stamp taxes on the transfer of property. 

As noted in the discussion of the public undertakings revenue from the 
fiscal monopolies (salt and tobacco) is recorded under two separate head¬ 
ings in the budget accounts. Part of it, by far the greater, is determined on 
the basis of a flat percentage of gross sales receipts and accrues to the 
budget as “tax revenue”. The other part is recorded as “net profits” of the 
monopolies; it represents the residuum of gross receipts after provision 
is made for their operating expenses, including tax revenue assigned to the 
budget. This distinction is purely administrative and, for most purposes, it 
would seem appropriate to consider both items as taxes. 

Lottery receipts are regarded as indirect taxes on consumption similar 
to other taxes on amusements. They are shown on a gross basis in the 
budget; the corresponding payments appear in the budget of the Ministry 
of Finance. 

This Ministry, which is charged with the collection of revenue, also pub¬ 
lishes, usually as annexes to the budget addresses of the Finance Minister, 20 
historical data on tax revenues on a somewhat more systematic basis than 
appears in the budget accounts. The addresses also include from time to 
time supplementary tables showing tax revenue classified on an economic 
basis. 

The fourth group of receipts, “income from minor public services”, in¬ 
cludes principally educational fees, fines and other administrative receipts. 
‘Reimbursements” includes contributions by the various State enterprises 
and agencies or by private citizens covering in whole or in part certain 
expenditures incurred on their behalf by the central administration. 

“Special receipts and contributions” comprise principally the State’s share 
in the profits of the “parastatal undertakings” and certain so-called “special 

Cf. Ministro delle Finanze, Discorsi pronunciati al Senato ed alia Camera dei De- 
putati , 31 May and 5 June 1949. 



contributions”. These are in the nature of taxes and are usually collected as 
surcharges ( addizioncdi) on the regular income-tax assessments, earmarked 
for special purposes (social welfare, public assistance, etc.). 

“'Various receipts” includes a wide variety of items, ranging from the 
proceeds of sale of relatively minor monopoly products, such as saccharine, 
to recoveries of credits extended to government officials and accounting 
agents and proceeds of sale of discarded equipment. 

The classification of ‘'extraordinary receipts” follows no clear-cut pattern, 
although an attempt is made to group them as far as possible under the 
same headings as "ordinary receipts”. The major items that have appeared 
in recent budgets in this category have been indicated in the previous section. 

Classification of expenditure 

The summary statements contained in the introductory note to the budget 
show expenditure classified by ministries and by function. Supplementary 
schedules of expenditure by ministries also show a breakdown into per¬ 
sonnel charges” and “service charges”. The latter include the purchase of 
material and of services of private persons. 

The classification by function applies only to 'effective expenditure . 
This classification indicates the purpose to be served, and, in certain of the 
sub-headings the groups to be benefited and the nature of the recipient of 
the expenditure. Before the war sixteen major functions were normally indi¬ 
cated, such as general services of the State, military expenditure, public 
debt interest, construction of railroads, education, etc. During the war one 
of these major groups, under the heading “exceptional expenditure , became 
by lar the largest item and included all expenditure related to the war effort. 
In the post-war period this item has included a wide variety of expenditures 
for reconstruction and rehabilitation programmes and for charges arising 
under the Peace Treaty. 

In addition to the summary statements contained in the budget document 
proper, special tables are from time to time published in the parliamentary 
addresses of the Minister of the Treasury. The classification used in these 
tables is in general similar to that used in the budget statements. An attempt 
has been made in recent years to show separately in these tables all expendi¬ 
ture for investment purposes, or contributions to the economic potential 
of the country” (spese per Uincremento economico del paese). Such expendi¬ 
ture is usually shown under the heading “charges of a productive nature 
1 oneri di caratlere produttivo) and includes, for the most part, public works 
outlays, railroad construction and the services of the various economic 
ministries (Agriculture, Transport and Communications, foreign Trade, etc.). 

A major structural reform of the budget was under consideration in 1949, 
which was intended, among other things, to group all capital expenditure 
into an investment budget. The reform was not carried out. The only change 
effected in the subsequent budget (1949/50) was the introduction of a sep- 
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arate “statement of investments”, which was limited to capital expenditure to 
be covered by ERP counterpart funds. 

The details of expenditure shown in the individual ministry budgets are 
sufficiently specific with respect to nature or purpose, groups benefited and 
types of recipients as to permit broader classifications for most analytical 
purposes. However, considerable difficulty arises in analysing expenditures 
from the classification of certain items of the “movements of capital” cate¬ 
gory; namely, the loans, credits or advances, and contributions to the 
capital funds of such recipients as State enterprises and local authorities. 
From ^ the point of view of the Treasury these represent “financial invest¬ 
ments and are classified as self-offsetting items in the sense indicated above. 
Neither the summary nor the detailed budget statements, however, indicate 
with a sufficient degree of specification the purpose for which the loans are 
granted. Consequently, it is frequently impossible to determine, on the 
basis of the budget document alone, whether these loans are utilized by the 
recipients for investment purposes or for covering their current operating 
expenses. 

IV. Methods of financial reporting 

Basis of reporting 

The Italian budget is not on a cash basis, rather it is presented as a 
bilancio di competenza, i.e., a budget of “assessed revenue and obligated 
expenditure (commitments). The budget records the revenue which is 
expected to be assessed and the expenditure which is intended to be com¬ 
mitted during the financial year. The financial year covers the period from 
1 July to 30 June. 

A cash budget is, however, prepared by the Ministry of the Treasury. This 
is a purely administrative document and is intended for internal use only. 

It indicates the cash requirements needed to cover expenditure committed 
during the current year as well as the unpaid commitments of previous 
financial years. On the receipts side it shows the estimates of collections 
to be effected on the basis of assessments of the current year, as well as 
the uncollected assessments of previous years. 

The closed accounts 

In accordance with the two “budgets” referred to in the previous section, 
there are two types of closed accounts: (a) the budget account (conto della 
competenza ), which records the receipts assessed and expenditure committed 
during the financial year; and (6) the cash account (conto di cassa) which 
records cash collections and cash payments in respect of both the current 
and previous financial years. 

The cash account is kept open for an additional month after the close of 
the financial year, i.e., expenditure committed or revenue assessed by 30 June 
can be respectively paid or collected until 31 July, after which date these 
items are applied to the arrears of the year in question. 



The linkage between the budget account and the cash account is effected 
through a third type of account, i.e., the “account of arrears” ( conto dei 
residui) . The latter shows under the headings of “arrears of receipts” 
(residui attivi) and “arrears of expenditure” (residui passivi) the receipts 
not collected and obligations not paid in respect of previous financial years. 

Normally all three accounts are published side by side in the same sched¬ 
ules in the “General State Account” (Rendiconto Generalc dello Stato) , with 
intervening columns showing their close inter-relationships. In this manner 
the reader may get a systematic picture of the various stages of the execu¬ 
tion of the budget. The “General Account”, however, has not been published 
since the fiscal year 1941/42. The Government is in the process of integrat¬ 
ing the accounts of the three administrations (civil and military) which 
had jurisdiction over various parts of Italian territory during the war and 
immediate post-war period. 

The “budget accounts” and the “cash accounts” have, however, been pub¬ 
lished regularly since 1945/46, in very condensed form, in the monthly 
Summary Accounts of the Treasury. 

Public debt statement 

The public debt statement is also published in the monthly Treasury 
Summary Accounts. It includes two major categories of debt: (a) the so- 
called “patrimonial debts” consisting mainly of redeemable long- and 
medium-term obligations, and. of relatively minor significance, irredeem¬ 
able obligations, and notes of very small denominations, issued by the Treas¬ 
ury rather than by the Central Bank; (b) the “floating debt”, consisting 
of Treasury bills, advances bv the Central Bank and various interest-bearing 
current accounts held with the Treasury bv the social security institutes, the 
postal savings system and certain banks. 

The status of the foreign debt, at present consisting mainly of dollar 
obligations, has not yet been brought up to date from the pre-war period, 
pending adjustments that have been taking place since 1947 as a result of an 
agreement with the United States Government. 

The public debt statement reflects only the Treasury’s cash credit trans¬ 
actions on budget account. It does not show indebtedness arising from 
budgetary operations for which the Treasury itself has not yet assumed 
the burden of immediate payment. The major items of such indebtedness 
are the unpaid budget commitments, i.e., the so-called residui passivi 
referred to above. 

The debt statement does not show government-guaranteed obligations, 
such as are incurred by certain of the “parastatal credit institutions”, as well 
as certain foreign guaranteed debt (e.g. Export-Tmport Bank credits). 

Major sources of data on Italian government finances: 

Cazzetta Ufficiale (special issues containing the voted budgets of the ministries and the 

summary statements of the Minister of the Treasury) : 

Ministero del Tesoro. Previsione delle Entrate e delle Spese dello Stato (Draft estimates— 

annual) ; 
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Rd^iZe°ddlTcorJ'L Stn ‘° (CIoSed accoun ts—annual); 

Court* itnnTjZaf ) !C0 ' 1 '° rfe "° 5ta '° (ReP ° rt ° f * he 

M 'z n tttaVfflcLI)T T0 ’ C ° nt ° RiaSSUntiV ° del Tesoro Monthly supplement of the Gaz- 

C ?'T'* 5 " W / *'“* Economica del Paesc (Minister 
RnHcrlt Ur7, A ? nu , aI Economic Report, first published in 1950): 

B “ d annuaI d )1 reSSeS ^ Ml " ,S ‘ er ° f • Treas,,r >’ and ° f the Minister of Finance 

Istituto Centrale di Statistica, Annuario Statistico haliano (annual) • 

Ban™ d^T®dd S,a,ls, ‘ ca - BoUettino M ensile di Statistica (monthly); 

Ranra d'T ® ^ d !i na ? za Generate dei Partecipanti (annual report) ; 

Banca d Ttal.a, Bollettino del Servizio Studi Economici (monthly) 


B. Budget System of Sweden 

/ ntroduction 

The structure of the Swedish budget has been greatly influenced by con- 
cepts of financial soundness” 1 which came to the forefront in that country 
in the 1930 s. In terms of these concepts financial soundness of the trans¬ 
actions of the Government is to be measured by the change in the State’s 
net assets which result from these transactions. The State’s net assets are 
not changed by expenditures financed by borrowings when the proceeds of 
the borrowing are used to finance an increase in assets. According to the 
tra ltional requirements of Swedish budgetary practice only assets which 

are profitable, i.e., revenue producing in the financial sense, are properly 
included in the State’s balance sheet. 

The States net assets are changed only by the difference between those 
expenditures which do not lead to an increase in the assets of the State and 
those receipts which do not result from a diminution of assets. 

From this application of the concept of financial soundness follows the 
s arp distinction in the Swedish budget between current expenditure and 
receipts and capital expenditure and receipts. In this system the change in 
the State s net assets is therefore equal to the balance of the transactions on 
current account, which is defined as the budgetary surplus or deficit proper. 

At the beginning of the 1930’s it was still the aim of the Swedish bud¬ 
getary practice to arrive at an annual balance between receipts and expendi¬ 
ture on current account. Borrowings were permissible only for productive 
purposes, such as for the creation of revenue-producing undertakings, where 
the profits would be sufficient to cover interest as well as amortization 
charges on the capital loaned to these undertakings. 

The principle of borrowing for productive purposes was—with some 
modification-maintained in the present Swedish budget, adopted in 1937 


1 See Gunnar Myrdal Finanspolitikens Ekonomiska Verkingar. 1934. and Erik Lindahl. 
Studies in the Theory of Money and Capital. 1939. 
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and in operation since the financial year 1938/39. The principal innovation 
of 1937 budget reform was the abandonment of the idea of annual budget 
balancing and the introduction of a method of balancing the budget over 
the business cycle. Thus the current budget could be underbalanced during 
a depression, if a corresponding overbalance was achieved during the boom 
period. While counter-cyclical budgeting introduced an element of flexibility 
into the fiscal policy of the Government, the concept of “financial sound¬ 
ness”, measured by the changes in the capital position of the State, has been 
retained. 

However, during and after the war, these concepts of budget balancing 
underwent a substantial change in Sweden. The effect of the financial trans¬ 
actions of the Government on the capital position of the State had become 
secondary in importance to the effect of State finances on general economic 
trends. 2 

In accordance with this point of view major attention is no longer focused 
on the deficit or surplus on current account, but on the effects of all financial 
transactions, including current and capital transactions, on the economy as a 
whole. This view is expressed in an official summary of the history of the 
Swedish budgetary system since 1911 by the Office of the Accountant- 
General which takes the position “that the question of the balancing of the 
working budget over the long range must be examined from a broader 
viewpoint than that which inspired the 1937 budget reform’*. 3 

However, these new principles are not yet reflected in changes in the 
present budgetary structure, but have so far been applied only to certain 
supplementary statements on public finance developments, contained in the 
annual reports of the Konjunkturinstitutet. 

In the description below a detailed account of the Swedish budgetary 
system as adopted in 1937 will, therefore, be given, supplemented with an 
account of the new approach to public finance. 

Scope and structure 

The Swedish budget represents a consolidation of the transactions of the 
central Government with the transactions of most of its funds and under- 
tekmgs except for the social insurance funds. It further consolidates the 
so-called general budget with the special budgets. In the general budget all 
revenue, not earmarked for any specific purpose, is shown together wi 
expenditure, not financed from special funds. In the special budgets ear¬ 
marked revenue together with the corresponding expenditure headings is 
shown. The latter have decreased very much in number and importance 
during recent years; the last remaining special budget of any significance 
is for public road construction, which shows how the proceeds from t e 
automobile taxes have been utilized for this purpose. 

3 Konjunkturinstitutet, Konjunkturlaget, Hosten 1949, p. 150. 

1 Riksrakenskapsverkets Arsbok, 1948, p. 32. 
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The budget reports current expenditure and receipts of the central Gov- 
ernment on a gross basis and the results of the current transactions of the 
public undertakings and funds on a net basis. Capital outlays are included 
on a net basis, since only that part of capital expenditure, which is to be 
financed by borrowings, appears in the budget statement. 

All trading, production and banking activities are clearly separated from 
purely administrative activities. Government organizations engaged in such 
commercial activities are set up as independent entities with separate 
budgets consisting of operating and capital accounts. 

The budget is subdivided into two independent parts, the current and 
capital account, with the line of demarcation between the two accounts 
drawn according to principles indicated in the introductory statement. 

In the following, a brief account of the Swedish budgetary system will 
be presented in the order indicated below: 

1. The current budget: 

(a) Expenditures; 

(b) Receipts, including a description of the accounts of the public un¬ 
dertakings and funds; 

(c) The Budget Equalization Fund. 

2. The capital budget. 

3. Reporting basis: cash and accrual. 

4. The National Debt Office. 

5. The public debt statement. 

6. Reconciliation of cash accounts with the changes in the public debt. 

7. Budgetary classification for purposes of economic analysis. 

1. The current budget 

(o) Expenditure side of the current budget 

(1) Expenditures are subdivided into two main groups: (a) expenditures 
proper and (6) expenditures for capital funds. 

(a) The first group is composed of fourteen headings, which correspond 
to the organization unit responsible for the activities. These activities com¬ 
prise the traditional administrative functions performed by the Government 
as well as economic transfer payments and certain real investments. The 
total level of expenditures of the various ministries is also affected by the 
inclusion in expenditures of rentals which the State building funds charge 
to government agencies occupying public buildings. The level-of expendi¬ 
ture is likewise raised by the inclusion of payments to the post office fund 
for handling of official mail. 

On the basis of the above classification, it is not possible, without detailed 
investigation, to separate expenditure on goods and services for current 
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consumption from expenditure on capital formation and from economic 
transfer payments. Furthermore, not all the expenditures shown represent 
actual payments to the public; some are transfers to various funds, as in 
the case of the social insurance system and certain types of pension funds. 

The most important items of real investment included in current expendi¬ 
ture are outlays for construction and maintenance of public roads, which 
are shown under the heading “Ministry of Communications , together with 
other expenditures of this Ministry. In accordance with the concept of 
“financial soundness”, outlays for roads are not considered productive in 
the financial sense, and are classified as “current expenditures”. The roads 
therefore do not appear as an asset on the balance sheet of the State. How¬ 
ever, this type of expenditure is listed in a special budget in which total 
road expenditure is offset by receipts from the motor vehicle tax. 

Economic transfer payments are shown under several headings. Those 
concerned with social security, such as old-age pensions and unemployment 
and health insurance, appear under the heading of the Ministry of Social 
Welfare. They represent, in part, actual benefits paid out and, in part, the 
Government’s contribution to the insurance funds, e.g., the unemployment 
and sickness insurance funds. The Swedish accounts do not consolidate the 
transactions of these funds with the transactions of the central Government. 
In order to arrive at such a consolidation, it would be necessary to include 
in receipts the premiums directly collected by the funds and to add to 
expenditure the actual benefits paid out, while excluding the transfers from 
the Treasury to these funds. 

Under the heading “pensions” are shown actual pension payments to 
government employees, as well as government contributions to State-subsi¬ 
dized pension funds. 

Price subsidies appear under the headings of the Ministry of Agriculture 
and the Ministry of Food. There are six different items, viz.: relief to agri¬ 
culture, food subsidies, Swedish Grain Corporation (Spanmdlaktiebolag ), 
milling subsidies, price subsidies on food and subsidies on imported products. 

(6) The second main group—expenditure on State capital funds—is sub¬ 
divided into the following headings: civil aviation fund, national debt fund, 
depreciation of new capital investment, and appropriations for covering 
capital losses. The deficit of the civil aviation fund, which is organized as 
a business enterprise fund, is shown under the first heading. If the civil 
aviation fund registered a profit on its current transactions, the entry for 
this amount would be transferred to the receipts side of the current account. 
The heading “national debt fund” shows total expenditure on interest on 
the public debt, less certain small earnings of the National Debt Office. The 
budget is organized in such a way that there is no direct provision for 
amortization of the public debt. This question will be discussed in the 
section dealing with the management of the public debt. 

The heading “depreciation of new capital investment” lists a number of 
appropriations referring to the various State capital funds. These entries 
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correspond to the investment appropriations in the capital budget. Since, in 
principle, borrowings are permissible for revenue-producing investments 

new investments is written off on the ex¬ 
penditure side of the current budget. The “revenue-producing” portion is 

shown in capital account. Calculation of the proportion of the unproductive 
part of the investments is based on a comparison between the estimated 
yield to be derived from the anticipated investment and the prevailing rate 
of interest, at present 4 per cent. To the extent that anticipated profits fall 
below 4 per cent of the planned investment, a corresponding proportion of 
the capital outlay is charged to current expenditure in the form of write-offs. 

This procedure is fairly simple to follow for investment in such physical 
assets as plant and equipment. The procedure becomes more complicated 
for the States loan activities. For social and economic reasons, the Govern¬ 
ment may decide to lend money at interest rates lower than cost. In accord¬ 
ance with the above-described procedure, a certain portion of the investment 
is written off in current expenditure. However, when the loans are repaid, a 
capital gain is recorded in the capital budget. 

The second type of provision for depreciation—the appropriations to 
cover capital losses-include the writing off of capital assets which have 
already been entered on the balance sheet, but which later prove to he un- 
remunerative. Under this heading, write-offs have been covered of certain 
investments in plants necessitated by Sweden’s defence requirements during 
the last war, as well as certain post-war loans granted to foreign govern¬ 
ments. 

In addition to these write-offs directly accounted for in the working 
budget of the central Government, there are provisions for annual deprecia¬ 
tion to provide for replacement of worn-out equipment. These are included 
in the operating accounts of the State capital funds (State enterprises and 
other funds). These depreciation allowances reduce the total level of current 
receipts since the profits of the State capital funds, which are transferred to 
the Treasury, are calculated net of depreciation. 

(2) In addition to the expenditure classification utilized in the official 
budget documents, there are alternate classifications published in the year¬ 
book of the Accountant-General and in the reports of the Konjunkturinsti’ 
tutet . 

In the yearbook of the Accountant-General, expenditure classifications are 
shown according to their nature and purpose; thus, total expenditure is sub¬ 
divided into outlays for salaries (including pensions), general expenses, in¬ 
cluding estimated cost of rentals, and subsidies, with additional breakdowns 
of expenditures for State and non-State purposes (subsidies). In other tables, 
the distribution of expenditure by function is given, such as government and 
general administration, defence, social insurance and workers’ protection, 
health, poor relief, communications, education, cultural purposes, churches, 
industrial development and supplies, depreciation and interest on the public 
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debt. This functional classification includes nineteen separate headings, as 
well as the distribution of expenditure according to civil purposes, defence 
purposes, and interest on the public debt. There are additional sub-classi¬ 
fications of expenditure for civil purposes. 

However, the above-mentioned classifications do not easily meet the classi¬ 
fication requirements of economic analysis. These are provided more ade¬ 
quately in the tables contained in the public finance chapter of the annual 
economic surveys of the Konjunkturinstitutet. These tables will be discussed 
in the section following the description of the Swedish budgetary system. 

(b) Receipts side of the current budget 

(1) Receipts, like expenditures, are subdivided into two main groups: 
(a) revenue proper, and ( b ) revenue from State capital funds. 

(a) The first group comprises receipts from taxation, old age pension 
contributions, fees and other administrative receipts, and other revenue. It 
excludes receipts from sales of assets, as well as repayment of investments, 
both of which are accounted for in the capital budget. 

Taxation receipts are shown in sufficient detail to permit a grouping of 
the various types of taxes. The budget statements show the following group. 

(1) Income, property and business taxes; 

(ii) Motor vehicle tax earmarked for public roads (see following sec¬ 
tion) ; 

(iii) Customs and excises. 

(2) The heading “Income from State capital funds” shows the surplus 
on current account of these funds. The surpluses of the capital funds relat¬ 
ing to public undertakings (post office, telephone and telegraph services. 
State railways, hydroelectric power and canals, State domains), are liste 
first, followed by separate listings of the net receipts from the general real 
estate fund, defence real estate fund, State loan funds, loan aid fund, State- 
owned shares and various other capital funds. The profits of these capital 
funds are calculated in accordance with principles of commercial account¬ 
ing. For the public undertakings, this type of accounting does not pose prob¬ 
lems of particular difficulty. The operating expenses of these undertakings, 
including provision for depreciation of equipment, are charged against op¬ 
erating receipts. Charges are made for services performed by these State 
undertaking funds to other government agencies. These appear on the re¬ 
ceipts side of the current budgets of these capital funds as well as on the 
expenditure side of the central government budget listed with the govern¬ 
ment service concerned. These payments lead to an increase in the profits of 
the public undertakings which is reflected on the receipts side of the central 
government working budget, with a corresponding increase in current ex¬ 
penditure in this budget. 
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Calculation of the profits of the capital funds not connected with public 
undertakings is a more complex matter. The methods used in accounting 
for the activities of the General Real Estate Fund established in 1935/36, 
are of special interest in this connexion. 4 


The current or operating account of 

Expenditure 

1. Repair and maintenance of buildings 
belonging to the Fund. 

2. Depreciation allowances. 

3. Rentals for private buildings and land 
used by the State. 

4. Profit. 


this Fund is set up as follows: 

Receipts 

1. Rentals for premises occupied by gov¬ 
ernment agencies. 

2. Rentals for premises occupied by pri¬ 
vate individuals. 


3. Miscellaneous receipts. 


In the early days of the Fund the rentals paid by government agencies 
were based on estimates* of the rent the State would have had to pay if the 
buildings occupied had belonged to private individuals. Current practice is 
to calculate the rent at 4 per cent of the value of the property. There is, of 
course, an arbitrary element in such calculations, since any administrative 
change in the calculated level of the rent would result in lowering or raising 
the book profits of the Fund. 


Calculation of the annual depreciation allowances should be mentioned 
in this connexion. At the time the Fund was created, it was permissible to 
construct only revenue-producing buildings out of loan funds. For such 
investments, an annual rate of depreciation of 1 1/ 2 per cent was established. 
With the inclusion in the Fund of the value of buildings which are not 
revenue-producing in the financial sense, or only partially revenue-produc¬ 
ing, provision was made to cover at least part of their construction costs in 
the current budget of the central Government. As a general rule, deprecia¬ 
tion allowances provide for an amortization period of sixty years. However, 
for certain types of buildings, such as schools, prisons, hospitals, an amor¬ 
tization period of forty years has been established. 


In the case of the sixty-year depreciation period, there is an immediate 
write-off of 25 per cent of the total investment and in the case of the forty- 
year period, there is a write-off of 50 per cent. This expenditure appears 
under the heading “depreciation of new investment” in the current budget. 
The percentage of normal depreciation included in the operating accounts of 
the capital funds has been fixed, for both types of real investment, at 
iy 4 per cent per annum. 

The Defence Real Estate Fund set up in 1940/41 to account for properties 
utilized by the armed services, operates on accounting principles similar to 
those of the General Real Estate Fund. 


4 For a more detailed description of the development of the accounting system applied 
to the Swedish General Real Estate Fund, see Preliminary Draft Proposals for Bud¬ 
getary Reform , submitted by the Chairman of the United Nations Technical Assistance 
Mission to Ecuador, annex X. 
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(c) The balancing of the budget and the Budget Equalization Fund 

The budget reform of 1937 introduced an important innovation in Swedish 
budgetary practice. While formerly the working budget, or its equivalent, 
the tax budget, was expected to be balanced in each year, under the present 
system total current expenditure is not necessarily matched annually by an 
equal amount of revenue. The difference between expenditure and revenue, 
indicated as the over- or under-balance of the current budget, is transferred 
to the so-called Budget Equalization Fund. The F und is a bookkeeping 
device which can show a negative as well as a positive balance and which 
serves to indicate the cumulative changes that have occurred during a period 
of years in the capital position of the State. 

The changes in the accumulated balances of the Fund reflect not only the 
cash results of the current budget but also the changes that occurred during 
the financial year in the unspent balances of reserved budget appropriations. 
A discussion of the system of the various types of appropriations existing 
in the Swedish budget would go beyond the scope of this note. It should, 
however, be noted that, in order to arrive at the cumulative cash results of 
the current accounts, the unspent balance of appropriations must be e 
ducted from the total balance recorded by the Budget Equalization Fund. 

The basic concept underlying the establishment of the Budget Equaliza 
tion Fund was that in the course of the economic cycle, the accumulated 
under-balances of depression years would be offset by over-balances in pros- 
perity years. However, shortly after the new system was put into effect, the 
Swedish defence requirements produced a consistent and substantial un er 
balancing of the current budget, a contingency which was not foreseen at 
the time of the adoption of the scheme. It seems very unlikely that the sur¬ 
pluses of the post-war period will be sufficient, in the foreseeable future, to 
wipe out the accumulated deficits. Nevertheless, the Fund has served as an 
efficient device in measuring accurately and rapidly the changes which have 
occurred in the State’s capital position. 

2. The capital budget 

The investment activities of the State are represented by the transactions 
on capital account of the State capital funds, as shown in a consolidated 
form in the capital budget. Investment activities are listed on a net basis, 
be., only that part of expenditure which is financed by borrowings is shown 
in the budget. 

The expenditure headings start with the investment outlays for State under¬ 
takings, followed by those of the Real Estate Funds, Advances to the Treas¬ 
ury Fund, etc. These headings correspond almost exactly to the headings 
shown in the sections on State capital funds for the expenditure and receipts 
sides of the working budget. The purposes of the funds listed above have 
been discussed in the preceding sections of this paper, with the exception of 
die Advances to the Treasury Fund. This Fund acquired considerable im¬ 
portance during the war years when its investments consisted mainly of 
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purchases of goods on behalf of the Government, storage of agricultural 
products and other purchases to assure adequate supplies. 

The present structure of the capital budget was adopted in 1944 and has 
been in use since 1944/45. The purpose of this system is to give a clear 
account of total gross investment undertaken by the various capital funds 
as well as of the amount of new capital required for this purpose, i.e., 
borrowings. 

Special investment budgets are set up for the State capital funds showing, 
on the expenditure side, total investment outlays (real and financial) includ¬ 
ing replacement costs. On the receipts side these budgets show: 

(а) Depreciation allowances included in the operating accounts of the 
capital funds; 

(б) Depreciation of new investments as provided in the current budget 
of the central Government; 

(c) Appropriations for covering capital losses as included in the current 
budget; 6 

(d) Liquidation of investments. 

This last item consists of liquid assets collected for various reasons from 
the State enterprises and other activities and utilized to finance capital ex¬ 
penditure. Thus, it included in 1945/46 a large amount realized from the 
sale of assets of the “Reserve Supplies Board”; in 1947/48 it included the 
proceeds from the sale of the securities portfolio of the State railways, which 
previously had been acquired through the purchase of private railways; 
finally, in 1948/49, it included the funds freed by the return of the working 
capital previously at the disposal of the Fuel Board and by repayment of 
foreign credits granted. 

The balance between total investment and the sum total of disposable 
funds listed above under (a) -(d), is designated as the “investment authori¬ 
zation”. The authorizations for the various capital funds are consolidated 
into the so-called “investment plan” which shows the net amount of bor¬ 
rowings required for carrying out the plan. 

The classification of capital transactions does not distinguish between 
financial investment and real investment which has a counterpart in cur¬ 
rently-produced assets. For example, under the heading “State railways , 
the purchase of private railways is included. However, for purposes of 
economic analyses, a synoptical table is included in the annual survey of the 
Konjunkturinstitutet. This table not only shows capital expenditure and 
receipts on a gross basis but classifies total investment in the following way: 

(а) Real investment; 

(б) Domestic lending: 

(i) Housing; 

5 Thi 9 item is usually not shown as a receipt but is deducted from total expenditures. 
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(ii) Subscription of shares; 

(iii) Other; 

(c) Foreign lending; 

(d) Purchase of private property: 

(i) Private railway and bus lines; 

(ii) Other purchases. 

3. Basis of reporting receipts and expenditures; cash and accrual 

The closed accounts record cash payments and cash receipts effected dur¬ 
ing the financial year ending on 30 June. Since payments are made as soon 
as the amount of a given liability is determined, there are scarcely any out¬ 
standing liabilities in arrears. This reflects the results of the budget reform 
of 1902, at which time the system of cash accounting was introduced in 
order to establish effective control of the administrative services of the 
Government. A checking account (the so-called Treasury Checking Ac¬ 
count”) was established with the Bank of Sweden, to which all main ad¬ 
ministrative units of the Government have access. The checking account 
represents a common cash fund, and both expenditure and revenue are 
channelled through this account. A prerequisite for the efficient functioning 
of this system is that the basic bookkeeping of the financial transactions of 
the Government must be on a cash basis. 

For revenue collections, such as taxes and fines, accounts are kept on an 
accrual basis in addition to the records on a cash basis. At the end of eac 
budget year outstanding claims are listed as assets. 

The adoption of cash accounting for budgetary transactions introduces 
some complication into the relationship between the central government 
budget and the accounts of the State capital funds (or State public under¬ 
takings) . 

It may be noted that the profits of the State capital funds as shown in 
the current budget do not correspond exactly to the profits shown in the 
accounts of the funds themselves. The profits shown in the current budget 
of the central Government are equal to the sum total of the following pay¬ 
ments made by the undertakings: 

(a) Several lump sum payments made during the course of the financial 
year, to be equal to the estimated profits of the respective funds, 

(b) Adjustments with regard to the previous financial year for the dif¬ 
ference between estimated and actual profits. 

These adjustments are necessary since the accounts of the undertakings 
are not closed until some time after the expiration of the financial year, 
while the budget accounts are kept on a cash basis. Thus, accrual accounting 
seems to be used for the commercial transactions of the Government while 
the cash system is used for the administrative sector. This procedure seems 
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to be a satisfactory solution in bridging the apparent inconsistency in apply- 
ing different accounting methods to different spheres of government activity. 

4. The National Debt Offi ce 

The financial administration of the bwedish State is divided into two 
parts: (a) the Treasury, which is administered by the Government, and 
(6) the administration of the public debt which is managed by the Na¬ 
tional Debt Office, directly responsible to Parliament. The general adminis¬ 
tration of funds is handled by the Treasury through its checking account 
with the Bank of Sweden, as described in section 3. The State’s borrowing 
transactions are, however, under the control of the National Debt Office, 
established in 1789. 

The Parliament decides upon the purpose and scope of State borrowing 
primarily by enacting the investment authorizations of the capital budget, 
while the National Debt Office is authorized to decide independently upon 
the conditions under which the needed funds are to be borrowed. There 
exists, however, close co-operation between the Government, the National 
Debt Office and the Central Bank. 

With regard to the State budget, the National Debt Office is charged with 
arranging the disbursements stipulated by the “investment authorizations” 
of the capital budget investment plan, in accordance with the requests of the 
administrative authorities of the capital funds. It is also the duty of the 
National Debt Office to receive funds set free by liquidation of invested 
capital and by the appropriations voted in the working budget for writing 
off losses on capital funds. The difference between these receipts and the 
total amount of investment expenditure determines the amount of net bor¬ 
rowing to be undertaken by the National Debt Office. The amortization of 
the public debt in the usual sense as a fixed charge in government expendi¬ 
ture therefore does not arise. The accounts are set up in such a way that 
amortization can appear only in the form of negative borrowings, i.e., where 
total requirements for investments are less than the funds available for this 
purpose. 

The National Debt Office has its own checking account with the Bank of 
Sweden, which is separate from the Treasury Checking Account. The com¬ 
bined balances of these accounts represent the cash holdings of the Gov¬ 
ernment. 

The National Debt Office has its own balance sheet in which the invest¬ 
ments in revenue-producing enterprises appear as assets and the public debt, 
less the claims of the National Debt Office against the Treasury, as liabilities. 
This is in accordance with the established obligation of the National Debt 
Office to supply the Treasury with such funds as are required in order to 
cover the deficit on current account. The Treasury, however, is required to 
repay these advances to the National Debt Office as soon as its financial 
situation permits. 
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5. Public debt statement 

The National Debt Office publishes a year book as well as monthly state¬ 
ments which set forth the total amount of outstanding public debt and its 
composition. The major subdivisions are “funded” and “floating” debt, the 
funded debt being further subdivided into (a) State bonds, (b) loans from 
State institutions and funds, and (c) other obligations. The floating debt 
consists mainly of (a) Treasury bills and (b) loans from State institutions 
and funds. The statements show no distinction between domestic and foreign 
debt, but the Swedish Bank Inspectorate publishes each year estimates of 
the amount of Swedish Government bonds held abroad and at home. These 
estimates indicate that practically all the public debt is in the hands of 
Swedish residents. 

No comprehensive statement on the ownership of the Swedish public debt 
is available. The National Debt Office, however, publishes a table which 
indicates the ownership distribution of those funded obligations which are 
inscribed in the Swedish National Debt Book. Excluding the so-called pre¬ 
mium loans, which are not entered in the National Debt Book, about four- 
fifths of the funded obligations have, in recent years, been inscribed in this 
ledger. The distributive shares as given in the above-mentioned table, indi¬ 
cate that only a minor proportion of the bonds is held by private persons: 
major holdings are in the hands of (a) State institutions, (b) insurance 
companies, (c) pension institutions, ( d ) savings banks, ( e) private banks, 
(/) local governmental bodies and (g) foundations. The obligations to the 
Bank of Sweden do not appear as entries on this ledger nor do most of the 
bondholdings of private persons. 

6. Reconciliation of cash transactions with the changes in the public debt 

The Swedish budget accounts contain a statement each year which sum¬ 
marizes, on a cash basis, first the relationship between budgetary expenditure 
and receipts, certain extra-budgetary accounts and the changes in the cash 
balance (Treasury funds and National Debt Office checking accounts with 
the Riksbanh and commercial banks) and, second, the year-to-year changes 
in the public debt outstanding. The amounts shown in this table under the 
heading “proceeds of loans” correspond exactly to the year-to-year increase 
in the public debt. 

However, there appears to be a lack of complete consolidation of the 
accounts since the working credits or the cash position of the public under¬ 
takings and funds do not appear to be included in the cash balances of the 
Treasury and National Debt Office. This seems to explain the internal con¬ 
sistency between the net results of the budgetary transactions and the 
changes in the public debt in spite of the fact that a substantial part of the 
public debt consists of intra-governmental obligations (see section 5). 

The extra-budgetary transactions, like the budgetary transactions, are 
effected through the checking accounts of the Treasury and of the National 
Debt Office, and are of relatively minor importance. Due to the great variety 
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of extra-budgetary transactions, it is rather difficult to describe them in a 
compreWe statement. For example, they include payments which re- 

inln l™ 1116 Swedish guarantee of the Austrian conversion loan 1934- 
1959, when service on this loan was defaulted in 1938. 

7. Budgetary classifications for purposes of economic analysis 

In the Economic Survey for 1949 the Swedish Konjwnkturinstitutet at¬ 
tempts to reclassify budgetary expenditure and receipts for purposes of 

measuring (a) their net private income effect, and ( b) their effect on the 
money and capital market. 


The measurement of the income-generating effect is attempted in a table 
which shows budgetary receipts after deduction of taxes which are not con- 
sidered as subtractions from current income (death, gift and inheritance 
taxes). Real investment”, as derived from the capital budget, is added to 
current expenditure net of depreciation allowances. The balance between 
receipts and expenditure thus defined serves as an indicator of the net effect 
of the budgetary results on private income. 


The changes in the liquidity of the money and capital market effected by 
the financial transactions of the Government may be measured by the cash 
results of the budget, which are defined as equal to the changes in private 

net claims against the State. The changes in these claims in turn have an 
effect on the trend of interest rates. 


A special table in the Economic Survey explains the derivation of the 
cash deficit and the methods employed in financing it. The calculation of 
the cash deficit is based in part on the budgetary accounts themselves and 
also on the accounts of certain cash operations between the Treasury and 
the National Debt Office and cash operations by the Debt Office alone. The 
receipts side shows the cash equivalent of the surplus on current account, 
plus the appropriation in the working budget for covering capital losses. 
To this is further added the balance of certain minor receipts and expendi¬ 
tures of the National Debt Office. The sum total of the above items indicates 
the total funds available for capital expenditure. 

The heading capital expenditure” shows the total amount of investment 
expenditure as accounted for in the capital budget, less capital expenditure 
already accounted for in the working budgets of the central Government 
and of the capital funds. In addition, this entry includes working credits of 
the National Debt Office to various government agencies. The difference be¬ 
tween capital expenditure thus defined and the funds available from the 
working budget, is considered the cash deficit. 

The subsequent sections of the table indicate the methods of financing 
employed to cover the cash deficits, such as (a) borrowings and (6) utiliza¬ 
tion of repaid capital (see section 2, Capital budget) and (c) utiliza¬ 
tion of cash balances. It should be noted that in the above-mentioned table, 
receipts from liquidation of investments are not part of total cash receipts 
but are considered as one of the items covering the cash deficit. Therefore, 
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proceeds from the sale of assets are excluded from receipts, but expenditure 
includes the purchases of existing assets and securities. 

It should be mentioned that the Konjunhturinstitutet describes as “very 
limited” the possibility of measuring accurately the income effect, as well 
as the money supply effect, of the financial transactions of the Government. 
The principal limitations in the present financial accounts, according to the 
Konjunkturinstitutet , appear to be the lack of adequate information on 
inventories in the hands of the State undertakings and funds together with 
information on changes in those inventories. Similarly, in calculating the 
cash deficits, the Konjunkturinstitutet is not able to take into account the 
“working credits or the cash position of the public undertakings and funds”. 

Sources: 

The Draft Budget ( Stalsverkspro position) ; 

The Voted Budget ( Riksstat) ; 

o 

The Year Book of the Accountant-General ( Riksrakenskapsverkets Arsbck) ; 

e 

The Year Book of the National Debt Office ( Riksgaldskontoret Arsbok) ; 

The Swedish National Debt (a monthly statement) ; 

The Economic Survey of the Konjunkturinstitutet ( Meddelanden frdn Konjunkturinsti¬ 
tutet, Serie A: 17, Konjunkturlaget ). 

C. The Structure of the United States Budcet 

The United States Government has a single-budget system which embraces 
all major types of financial transactions except transactions in the trust 
funds. There is no distinction in the basic reporting between current and cap¬ 
ital transactions. All budget data and major requests for appropriations for 
the forthcoming year are combined in a single document, although supple¬ 
mental appropriation requests, amendments to the budget and details of 
previous requests will frequently be submitted to the US Congress after the 
regular budget. The US budget is in a formal sense a pure expenditure fore¬ 
cast. While the impact on the revenue requirements is not completely 
ignored, the budget does not give detailed proposals for raising the required 
revenues. 

US central government programmes are conducted by departments, by 
agencies and by corporations. All financial activities, regardless of the form 
of organization, are reported in the summary budget accounts on a cash 
basis. However, other types of reporting are used in the major supporting 
schedules. Corporation activities, for example, are listed on an accrual basis, 
and departments and agencies on an obligation basis (see below). 

Departments and agencies are financed by appropriations from general 
and special funds; funds may be appropriated directly to corporations; 
social insurance programmes and certain miscellaneous activities are fi¬ 
nanced from trust funds. The budget totals do not reflect trust fund activi¬ 
ties, although information on these transactions is reported in the budget 
document and combined with other activities in certain consolidated cash 
statements. 
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A number of banking-type operations of the US Government are con- 

ducted in the corporate form and are within the scope of budgetary controls. 

e Federal Reserve Banks (the central banking system), the stock of which 

is owned by their private member banks, are organized as public service 

corporations under federal law. The financial activities of the Federal 
Keserve bystem are extra-budgetary. 

The following brief account of the budget structure of the US central 
Government will be treated in four parts: 

I. Public undertakings; 

II. Trust funds; 

III. Classification procedures; 

IV. Other budgetary characteristics. 


I. Public undertakings 
Character of public undertakings 

There are three general types of public undertakings in the US federal 
Government: 


(а) Commercial-type activities conducted by established departments and 
agencies. The postal services (Post Office Department) is the largest of 
these. Others include such activities as public power projects operated by 
the Department of the Interior, and the management of forest lands under 
the jurisdiction of the Forest Service of the Department of Agriculture. For 
an increasing number of these commercial-type operations, working capital 
funds have been established within the departments and agencies. The work¬ 
ing capital funds are controlled through a business-type budget (see below). 

(б) Wholly-owned government corporations. The US Congress has char- 

tered about seventy-five corporations now in operation. The capital stock 

of such corporations is owned by the US Government. Fifty-one of these 

corporations are concerned with various types of farm credit; an additional 

thirteen operate in the field of housing. Others include the Tennessee Valley 

Authority, the Reconstruction Finance Corporation, and the Export-Import 
Bank. 


(c) Mixed-ownership corporations. US statutes have created a limited 
number of undertakings to which the conventional term “mixed ownership” 
corporations is applied. In most instances the Congress appropriated funds 
from which the Treasury purchased a part or all of the initial capital stock 
of these undertakings. The balance of ownership rights is held by private 
citizens who have purchased capital stock; management and control generally 
rest in the hands of the private stockholders. The mixed-ownership corpora¬ 
tions include the Central Bank for Cooperatives, regional banks for co-op¬ 
eratives and federal home loan banks. 
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Budgets of public undertakings 

Business-type operations conducted by established departments and agen¬ 
cies are included in the budgets of these departments. Unless working capi¬ 
tal funds have been established for these activities, appropriations and ex¬ 
penditures for the business-type operations are itemized on a gross basis 
and carried into the departmental budget totals. Receipts from such activi¬ 
ties, however, do not appear as an offset to departmental expenditures, but 
are classified as “miscellaneous receipts” in the over-all revenue accounts. 
The Post Office Department is an exception to this treatment. Its accounts 
appear in the central government budget on a net basis. That is, only the 
net surplus or deficit is carried forward to affect the budget totals. 

Wholly-owned government corporations are brought into the summary 
budget accounts on a net cash basis. Only the combined results, on both 
current and capital account, enter into the budget totals. In the summary 
budget tables, both in the functional presentation and in the organization 
unit presentation, there is no single entry which reflects the combined sur¬ 
plus or deficit of all the wholly-owned corporations. Instead, the budgetary 
effect of each corporation’s operations is reflected in the departmental pro¬ 
grammes of which it is an operating component, or, if unattached to any 
department, in the summary for “independent offices”. For example, the 
surpluses or deficits of the various agricultural corporations are reflected 
in the summary accounts for the Department of Agriculture, of which they 
are an administrative component However, the net result of Export-Import 
Bank operations, reflecting loans and repayments, is listed separately in 
the summary accounts under “independent offices”. 

The surplus or deficit which is carried from the corporation accounts to 
the summary budget accounts reflects the combined results of operating and 
capital transactions. This must necessarily be the case since the central ac¬ 
counts show no differentiation between capital and operating budgets for 
either the departments or the public undertakings. Corporation surpluses 
and deficits are both carried to the expenditure side of the budget summary. 
That is, a corporation surplus will reduce the total of budget expenditures. 

Repayments of capital from the government corporations to the Treasury 
are excluded from both budget receipts and from the expenditures of the 
corporations. The only exception to this procedure consists of capital repay¬ 
ments from the few corporations which maintain checking accounts outside 
the Treasury. In these instances the repayment will appear as a Treasury 
“miscellaneous receipt”. The capital transactions which are excluded from 
budget receipts are itemized in a supplementary statement in the budget 
document. 

Mixed-ownership government corporations are not generally subject to 
budgetary controls, nor are their operating surpluses and deficits reflected 
in the summary budget totals. The capital transactions of these corporations, 
however, will affect budget totals. Congressional appropriations to the capi- 
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tal funds of these undertakings will appear in the summary budget accounts, 
as well as their capital repayments. 

The business-type budget for wholly-owned corporations 

Since 1945 wholly-owned government corporations have been required 
to submit a business-type budget to the US Bureau of the Budget, and have 
generally been brought within the pattern of budgetary control. These 
budgets differ from corporation to corporation in accordance with differences 
m financial operations and programmes. In general, the business-type 
budgets include a statement which is divided into two sections: funds ap¬ 
plied, and funds provided. The “funds applied” section lists outlays for the 
acquisition of assets, for operating costs, for the repayment of capital and 
for the increase of working capital. The “funds provided” statement lists 
receipts from the sale of assets, income from current operations, and rev¬ 
enue from borrowing or congressional appropriations and from a decrease in 

working capital. The total of funds applied is, of course, equal to the total 
of funds provided. 

In addition to the statement of the sources and application of funds, the 
business-type budgets include statements showing income and expense from 
current operations and a statement of financial condition showing assets, 
liabilities and capital. Within these statements are included an account of 
the net effect of the corporation’s activities on the budget, and a statement 
showing the investment of the US Government in the activities of the cor¬ 
poration. The statements are arranged so that it is possible to determine, 
for any corporation, the division of its sources of funds as between appro¬ 
priations and income from current and past operations. 

The pattern of budgetary control for wholly-owned corporations differs 
substantially from the control over established departments and agencies. 
The appropriations committees of the Congress review the business-type 
budgets of the wholly-owned corporations, and must, of course, take posi¬ 
tive action on all appropriations of Treasury funds. In addition, the Con¬ 
gress will customarily establish a limit on the administrative expenses of 
each corporation. However, approval of specific amounts for specific pro¬ 
grammes is usually not required. Each corporation is generally free to con¬ 
duct its affairs within the limits of its original statutory authorization with 
the funds available from its operating programmes. For example, corpora¬ 
tions can conclude contracts without reference to fiscal year limitations. 

Treasury control over government corporation funds 

During the 1930’s certain wholly-owned government corporations were 
authorized to borrow directly from the public, and their securities were 
guaranteed by the Treasury. At the present time, however, the US Treasury 
is the sole borrowing authority for departments ^ and agencies and for the 
wholly-owned corporations; only small amounts of guaranteed securities re¬ 
main outstanding. The mixed-ownership corporations may sell securities to 
the public without the Treasury guarantee. 
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In practice this means that only the capital transactions of certain types 
of agricultural credit operations supervised by the Farm Credit Administra¬ 
tion of the Department of Agriculture are outside Treasury control. Fur¬ 
thermore, wholly-owned government corporations may not engage in the 
purchase and sale of US securities in amounts of more than $100,000 
without the approval of the Secretary of the Treasury. 

All checking accounts of wholly-owned government corporations in 
amounts of more than $50,000 must be maintained with the Treasurer of the 
United States. Mixed-ownership corporations are exempt from this require¬ 
ment, and frequently maintain their checking accounts in commercial banks. 

II. Trust funds 

The US budget document reports the financial activities of the trust funds 
but, with a few exceptions, these activities are not reflected in the budget 
totals. The trust funds are legal entities separated from the activities of de¬ 
partments, agencies and corporations. They have been generally established 
for the purpose of preserving an accounting segregation for funds, which 
the Government maintains for a specific fiduciary purpose. These funds are 
not available for congressional appropriation for general governmental pur¬ 
poses, but are available for meeting over-all financial requirements, i.e., 
trust fund accumulations are used to purchase Treasury securities. Interest 
received from these securities is a trust fund receipt and a budget expendi¬ 
ture. 

The most important of the trust funds are those relating to social security 
programmes, although a large number of trust accounts are maintained and 
administered by the departments and agencies. Since the trust funds are not 
treated uniformly in US budget procedure it will be necessary to consider 
the major accounts separately. 

The Old Age and Survivors ’ Insurance Trust Fund 

This fund embraces the financial activities of the programme for old-age 
benefits. The fund has two major receipts—employment taxes levied specifi¬ 
cally for this programme and interest on US obligations held by the fund. 
Employment taxes are itemized on the receipts side of the budget summary, 
and then deducted as an appropriation to the trust fund in arriving at net 
budget receipts. Benefit payments are made directly from the trust fund and 
do not appear as budget expenditures. The administrative expenditures of 
the trust fund are paid from the general fund and are included in budget 
expenditures. 

Unemployment Trust Fund 

A federal-state system of unemployment compensation is financed by 
payroll taxes imposed by the US Government, with part of the proceeds 
of the tax payable to the US Treasury. This portion is treated as a budget 
receipt, and a roughly equivalent amount is appropriated to the states for 
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purposes of administering unemployment compensation. The largest portion 
of the payroll taxes is paid to the Unemployment Trust Fund, and credited 
to separate state accounts within that fund. This portion is extra-budgetary, 
that is, contributions to the fund from payroll taxes and unemployment 
compensation payments do not affect the budget totals. 

Railroad Retirement Fund 

US statutes provide for a separate system of old-age benefits for railroad 
employees. The financial activities of this account are partially reflected in 
the budget. The receipts, in the form of payroll and wage taxes, are classi¬ 
fied as employment taxes in budget receipts. An equivalent amount is ap¬ 
propriated to the Railroad Retirement Account. Benefit payments are made 
from the fund and are not shown in budget totals. 

Other trust funds 

Other important trust funds operated under the authority of the US Gov¬ 
ernment include federal employees’ retirement funds and veterans* life in¬ 
surance funds. In addition, there are several hundred small trust accounts 
administered by the departments and agencies. The receipts of the smaller 
trust funds are generally derived from non-tax sources and are not a trans¬ 
fer from general and special accounts. 

Although no uniform pattern of relationship between the budget and the 
trust accounts has been established in the United States, it is nevertheless 
generally true that the budget totals do not include trust account activities. 
The budget summaries do not consolidate the financial activities of depart¬ 
ments, agencies and corporations with the financial activities of the trust 
funds, although the supporting tables which accompany the budget include 
a consolidated statement of all trust fund receipts and disbursements. 


III. Classification procedures 


The summary statements 


The summary expenditure and appropriation statements of the US budget 
are classified both on a functional basis and on the basis of organizational 
units. The functional basis classifies central government programmes in ac¬ 
cordance with the purpose to be served, the groups to be benefited, and the 
nature of the recipient of the expenditure. Thirteen major functions are'de- 
lineated, such as national defence, veterans’ services and benefits, interna¬ 
tional affairs and finance, general government, etc. These functions cut across 
departmental and agency lines, so that the programmes of a given depart¬ 
ment may serve one or more of the major functions. 


Summary budget tables are also presented on the basis of organizational 
units. Functional code numbers are attached to each of the sub-accounts of 
departments and agencies to provide a cross-reference to the functional 
classification. 
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The summary statements show both appropriations and expenditures for 
three years—the year concluded (actual), the current year (estimated) and 
the forthcoming budget year (estimated). 

The organizational unit summaries 

The detail on organizational units in the US budget document is designed 
primarily for the use of the appropriations committees of the Congress. For 
the departments and agencies this is presented on the basis of obligations 
—that is, sums which are expected to be committed for the employment of 
personnel, the purchase of supplies and equipment or for contracts awarded. 
The obligation basis thus differs from both appropriations and expenditures. 
Appropriations authorize the obligations, while expenditures are outlays to 
meet the obligations as payments are due. For each organizational unit the 
obligation schedules are prepared on the basis of an object classification, 
which delineates such categories as personal services, travel, transportation, 
printing, and so forth. 

Within the past few years, and increasingly with the 1951 budget, obliga¬ 
tion schedules are also prepared on an activity basis. This classification 
shows the funds which have been or will be committed for the various pro¬ 
grammes administered by the organizational unit. From these data it is 
anticipated that information on unit costs and work loads can be computed 
and thus provide standards for the measurement of agency performance. 
The activity schedules and the initial presentation of data on work loads 
and unit costs are the most important features of what is known in the 
United States as performance budgeting. Performance budgets are pro¬ 
gramme budgets at the agency level; they concentrate attention on the unit’s 
activities rather than on the detailed information on personal services and 
other objects of expenditure. Performance budgets were recently authorized 
by statute and may be expected to become the major basis for presentation 
of information at the agency and department level. 

Classification of receipts 

US budget receipts are reported in five major categories: direct taxes on 
individuals, direct taxes on corporations, excise taxes, employment taxes 
and miscellaneous receipts. The miscellaneous category is large and em¬ 
braces such diverse income as fines, penalties, interest, receipts from sale 
of government property, dividends on stock of government corporations and 
receipts from sales of products by departments and agencies. 

Certain deductions are made from gross receipts in order to arrive at the 
concept “total budget receipts”. These are the appropriation of employment 
tax receipts to the Old Age and Survivors’ Insurance Trust Fund and the 
refunds of tax receipts. The resulting “total budget receipts” is compared 
with budget expenditures for purposes of determining a surplus or deficit. 

Social accounting classifications 

The summary budget statements do not identify the transactions which 
are significant for purposes of social accounting or national income analysis. 
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For example, the accounts do not show the total of “transfer payments”, 
government purchases of goods and services”, or distinguish between “at 
home and abroad” outlays. However, supplementary budget schedules pro¬ 
vide data which can be utilized to arrive at the classifications necessary for 
economic analysis of receipts and expenditures. One schedule contained in 
the US budget document shows “receipts to and payments from the public”. 
This schedule eliminates intra-govemmental and non-cash transactions and 
thus provides a measurement of the combined effect of central government 
activities on the income and capital accounts of the private sector. 

A second schedule, entitled ‘Investment, Operating, and other Budget Ex¬ 
penditures provides information on assets acquired, or other expenditures 
which are intended to provide benefits over a period longer than the fiscal 
year. This schedule also sets forth detail on loans (classified by type and 
agency), on government purchases of physical assets, on changes in inventory 
and on subsidy programmes. 

It should be added that US agencies other than the Bureau of the Budget 
report governmental activities in classifications significant for social account* 
ing. The US Department of Commerce and the Council of Economic Advisers 
report and classify government activities for purposes of national income 
analysis. The Treasury Department reports federal government cash trans¬ 
actions, which include budget accounts, trust accounts, and changes in 
working balances. 


IV. Other budgetary characteristics 
Measurement of the deficit 

The classification procedure used in the US budget excludes the opera¬ 
tions of the trust funds from the budget totals. A deficit is defined in terms 
of the budget totals, so that an excess of budget expenditures (excluding 
trust fund expenditures) over budget receipts yields a deficit. If Treasury 
cash balances remain constant, public debt outstanding increases with an 
increase in the deficit, even if this deficit may be offset by trust fund accumu¬ 
lations. It is therefore possible for US government operations as a whole, 
including the trust funds, to show a surplus at the same time that the budget 
registers a deficit and the public debt oustanding increases. Similarly, the 
deficit or surplus does not equate with cash income and outflow for govern¬ 
ment operations as a whole including trust funds. 

US debt operations are presented in a budget statement, “Effect of Finan¬ 
cial Operations on the Public Debt”. This summary shows the net borrow¬ 
ing requirements of the Treasury, and the source of these requirements— 
budget deficit or surplus, trust account operations, changes in cash balances. 
Information is also shown on the distribution of public debt holdings by 
type of holder (trust funds, general public, etc.). Further, data on US debt 
operations, such as the volume of debt redemption, and the total sales of 
securities are reported by the Treasury Department. 
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Special analyses 

The US budget document contains a number of supplementary tabular 
presentations which provide additional information on particular govern¬ 
mental programmes. The Treasury Department submits for the budget docu¬ 
ment an explanation of estimates of anticipated receipts. In addition, the 
document contains a detailed analysis of federal public works programmes 
—commitments, progress and plans—and a classification of federal aid pro¬ 
grammes to state and local governments. The budget appendix contains fur¬ 
ther detail on specialized types of receipts, expenditures and appropriations 
and historical tables. 

Basis of reporting 

The US fiscal year runs from 1 July to 30 June, so that fiscal 1951 ends 
on 30 June 1951. 

Budget expenditures from general and special accounts and corporation 
checking accounts are reported in the budget summaries on a cash basis 
(checks paid), with the exception of interest on the public debt, which is 
reported on an accrual basis. 

Major sources of data on US government finances: 

The Budget of the United States Government; 

Annual Report of the Secretary of the Treasury; 

Treasury Bulletin (monthly); 

Annual Report of the Collector of Internal Revenue; 

Treasury Department, Combined Statement of Receipts , Expenditures and Balances of 
the United States (annual); 

Economic Report of the President (semi-annual); 

Department of Commerce, Survey of Current Business (monthly). 


D. The Budget System of the Union of Soviet Socialist Repubucs 

Essential characteristics of the State budget 1 

The budget of the Union of Soviet Socialist Republics is an instrument 
of economic planning in an economy based on public ownership of the lar¬ 
gest part of the means of production. The essential differences between the 
budget of the USSR and the budgets in countries with economies based on 
private ownership appear to be as follows: 

(1) The budget in the USSR includes, in addition to the usual types of 
revenues and expenditures, the major portion of the profit from the indus¬ 
trial enterprises of the country and, on the expenditure side, the major 
portion of capital formation carried out within the whole economy. 

1 State budget is the literal translation of Gosudarstveny Budget, which is the budget 

of the USSR. 
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(2) The USSR budget is used as an effective instrument for distribution 
of the national product between real investment and current consumption in 
accordance with the goals established by the economic plan. 

(3) The budget represents the most essential part of the over-all financial 
plan necessary for the fulfilment of the economic plan. At the same time 
it is an instrument of control over the realization of the economic plan. 

In the following discussion the main features of the budget of the USSR 
will be considered under these headings: 

1. Scope of the State budget; 

2. Structure of the State budget; 

3. The public enterprises and the State budget; 

4. Budget of the USSR, the budgets of the Union republics and budgetB 
of local authorities and their inter-relationships; 

5. The State budget as an instrument of control; 

6. Preparation of the State budget; 

7. Execution of the State budget; 

8. Closing of budget accounts. 

The following description of the budget system is based principally on 
publications which describe the major features of the system. It has, how¬ 
ever, not been possible to supplement the analysis by an examination of the 
actual execution of the budget since detailed budget documents and closed 
accounts have not been available since pre-war years. 

1. Scope of the State budget 

The scope of the State budget can be considered in three different respects: 
(a) the inclusion in the State budget of the budgets of all political and 
administrative entities at different levels of government; (6) the relation be¬ 
tween the State budget and the accounts of the public enterprises and other 
organizations outside the State budget; and (c) certain extra-budgetary re¬ 
ceipts and expenditure. 

(a) The State budget is a joint or consolidated budget consisting of the 
budget of the Union, the budgets of the sixteen Union republics which com¬ 
pose the Union, and the budgets of all local authorities. The budgets of local 
authorities are those at lower levels of government within each Union re¬ 
public, such as autonomous republics, provinces, regions, districts, munici¬ 
palities and villages or communes. The budgets of the local authorities have 
been integrated into the State budget since 1938. The centralized direction of 
the planned economy finds its expression in the unification and consolida¬ 
tion of the budgets of all governments at various levels in a single State 
budget. 

The Union budget is by far the largest as to magnitude of receipts and 
expenditure in comparison with total receipts and expenditure of the budgets 
of the Union republics and those of all local authorities. In recent years 
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expenditure of the Union budget represented about four-fifths, that of the 
Union republics taken together about 7 per cent, and of local authorities 
about 15 per cent of the total expenditure of the State budget. This means 
that the greatest part of government funds is within the competence of the 
Union budget. 

(b) The public enterprises of the various branches of economic activity, 
such as banking, industry, agriculture, trade, transport, and communica¬ 
tions keep financial accounts of their own outside the State budget. How¬ 
ever, certain deductions from their net profits are made; these appear on 
the revenue side either of the Union budget, the budgets of the republics, 
or of the budgets of the local authorities, depending on the importance 
given to these enterprises. Most of the public enterprises organized in the 
form of trusts or combines are of Union importance, that is to say, they 
are placed under the direct supervision of the financial organs of the Union 
and, accordingly, their deductions from profits appear on the revenue side 
of the Union budget. Public enterprises of “republic importance” are placed 
under the control of the financial organs of each Union republic. Only a 
limited number of enterprises have been given that status by the Presidium 
of the Supreme Soviet of the USSR. Their deductions from profits appear 
on the revenue side of the budgets of the republics, while the revenues of 
local authorities include deductions from profits of local industrial and trad¬ 
ing enterprises such as municipal banks, water works, tramways, the sew¬ 
age system, etc. 

The public enterprises are operated with a certain degree of independence 
and flexibility and use operating receipts for their expenses incurred within 
the framework of their economic responsibilities. They receive contributions 
from the respective budgets (Union, republican, or local) for their capital 
investment. 

(c) Consequently, all receipts of the State budget (with minor excep¬ 
tions) are available for covering expenditure. Generally there are no ear¬ 
marked receipts for special purposes. However, there are some extra- 
budgetary receipts earmarked for special purposes which are part of special 
funds or special accounts outside the State budget. Such special accounts are 
created and sanctioned by the Council of Ministers of the Union for institu¬ 
tions and organizations of Union importance and by the Council of Minis¬ 
ters of each Union republic for institutions and organizations of the Union 
republics and local authorities. Special receipts are derived from fees, tui¬ 
tions, or other contributions for kindergartens, technical schools, special 
schools for the blind, deaf and dumb, boarding schools, museums, etc. To 
this category belong administrative receipts, fees, proceeds from sale of ma¬ 
terial and from sale of publications, receipts from rentals on buildings. 
These are applied to cover expenses of workshops, purchase of books for 
libraries, repair works, research work, etc. During the war there were two 
special accounts, a Defence Fund and a Red Army Fund, the receipts of 
which consisted of voluntary contributions from the population. A statement 
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of all special accounts is established each year and attached to the closed 
accounts of the State budget. 

2. Structure of the State budget 

The expenditure and receipts of the State budget are shown on a gross 
basis, i.e., expenditure is entered without any deductions of related receipts, 
and receipts without any deductions of corresponding expenditure. The State 
budget also includes the gross expenditures and receipts of the Social Insur¬ 
ance Fund, which embraces such programmes as invalidity pensions, old- 
age pensions, sickness allowances, and medical care. Social Insurance Fund 
receipts are derived from contributions of all public enterprises, organiza¬ 
tions and institutions. There are, however, no direct employees’ contribu¬ 
tions. Although similar to public enterprises in their operations and activi¬ 
ties, the machine-tractor stations are treated differently in the State budget 
Their expenses consist of cost for fuel and oil, repairs of tractors, combines 
and other agricultural machines, wages and administrative expenses; their 
receipts are derived from services rendered to collective farms. The gross 
operating receipts and expenses from these activities are included in the 
State budget. As already mentioned, the State budget shows on the receipts 
side the deductions from the profits of all public enterprises and on the 
expenditure side the budget contributions for capital outlay. 

The State budget document containing all the detailed items of expendi¬ 
ture and receipts is not published and therefore not available. Only a sum¬ 
mary statement of the State budget is published at the time of its presenta¬ 
tion by the Minister of Finance of the USSR to the Supreme Soviet (Par¬ 
liament) . 

Expenditure is divided into five main groups: (1) national economy (capi¬ 
tal outlay), (2) social and cultural services, (3) national defence, (4) ad¬ 
ministration, and (5) service on State loans. 

The first group consists of expenditure for capital investment in industry, 
agriculture, transport and communications, trade and procurement, public 
buildings, housing, etc. Through the State budget, funds are placed at the 
disposal of the public enterprises for capital investment and for increase 
of working capital. 

The most important item of budget expenditure is for financing the na¬ 
tional economy, accounting in recent years for about two-fifths of total ex¬ 
penditure in the State budget. About two-thirds of this expenditure is de¬ 
voted to capital formation and to increases in working capitals. The financing 
of new capital investment and the increase in working capital through the 
State budget accounts for about four-fifths of total outlay for such purposes. 
The remainder of capital formation is financed from that portion of profits 
which is left at the disposal of the public undertakings as well as from their 
depreciation allowances. 

Second in importance is expenditure for social and cultural services, 
which was about 30 per cent during 1946 to 1943. This item includes ex- 
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penditure on education, health and physical culture, social security, includ¬ 
ing payments of pensions to war invalids and their families, to families of 
those killed in the war, to families with many children (State-administered), 
and State social insurance for payments to those temporarily or permanently 
unfit for work (administered by the trade unions). 

The remaining headings are national defence, expenditure for the various 
ministries and services, public debt service, etc. There are no details avail¬ 
able with regard to the composition of the expenditure items listed above. 

The revenue of the State budget as published in the summary statement 
is divided as follows: (1) turnover tax, (2) deductions from profits of pub¬ 
lic enterprises, (3) taxes from the population, (4) proceeds from State 
loans and (5) other revenue. The most important items are the turnover tax 
and the deductions from profits of public enterprises. These two items alone 
make up more than two-thirds of the total revenue of the State budget. The 
items included under “other revenue” are the gross receipts of the machine- 
tractor stations, receipts from government property, customs duties, receipts 
from income tax payable by collective farms (kolkhoz) and by co-operative 
organizations and enterprises. The revenue heads listed above are usually 
grouped in the official documents under the heading: revenue derived from 
the public sector of the national economy. Linder the general heading of 
revenue derived directly from the population, the taxes imposed on indi¬ 
viduals and proceeds of State loans subscribed by individuals are shown, 
including not only those subscribed by the population, but also those sub¬ 
scribed by savings banks and social insurance funds. 

The turnover tax represents the difference between sales price determined 
by the Government and planned cost plus planned profits. It is the major 
instrument in establishing equilibrium prices on the basis of the available 
supply of consumer goods and disposable money incomes. In recent years 
its yield was between 55 to 60 per cent of total budget receipts including 
loans. 

The deductions from profits of public enterprises represent that portion 
of profits which is not earmarked in the plan for investment and not paid 
to the Manager’s Fund, 2 but in no case are these deductions less than 10 per 
cent of the profits of an enterprise. In recent years between 50 and 60 
per cent of the profits of all public enterprises were transmitted to the State 
budget, representing about 7 per cent of total budget receipts. In view of 
the fact that prices of commodities are determined by the Government and 
that both the revenue from profits and from the turnover tax accrues to the 
Government, the distinction between the proceeds from the turnover tax and 
from enterprise profits loses much of its usual meaning. The distinction has, 
however, been maintained for administrative and management considera¬ 
tions. In the economy of the USSR, investment is determined by the plan. 
Therefore the function of profits as a regulator of investment has dis- 

2 See section 3 below. 
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appeared, and its only remaining function is to serve as an incentive to 
increased efficiency as well as an indicator of the efficiency of the enterprise. 
Enterprise profits in such a system should therefore not be affected by 
exogenous factors, such as the difference between cost and the sales prices, 
since the latter are determined by the Government without any direct rela¬ 
tionship to production cost. The turnover tax is paid by the State-owned 
enterprises. The collective farms and the co-operatives pay an income tax 
which represents only a minor item of budget revenue. The government 
revenue derived from agriculture is actually much higher than would appear 
rom t e budget data. Revenue also accrues through compulsory deliveries 
at a fraction of the free market price for agricultural goods. The sales 
of these commodities at retail prices fixed by the Government include the 
turnover tax which appears as revenue paid by industries processing agri- 
cultural goods or by State wholesale trade organizations. The rate of the 

tax is largely determined by the difference in cost, including profit and the 
fixed price. 

The principal taxes imposed on individuals are the income tax, land tax, 

tax on bachelors and the tax on families without children or with few 
children. 

3. The public enterprises and the State budget 

It has been pointed out that the public enterprises keep their own com¬ 
mercial accounts and that their relation to the State budget consists in the 
payment of the turnover tax, in deductions from profits and in receipts 
from the State budget funds for capital investment. The financial position 
of the public enterprises is determined by the economic plan for the volume 
of production, production cost, organization of the labour force and utiliza¬ 
tion of funds. The increase in efficiency of the enterprise is reflected in its 
profits, which are the difference between operating receipts (proceeds from 
sales of goods and services at prices fixed by the State) and the operating 
expenses, represented by the cost of production including provision for 
depreciation, social security payments and the turnover tax. The increase 
in profits can be brought about by an increase in output which will reduce 
the unit cost by lower depreciation charges per unit, by better utilization 
of equipment, rises in output per man, more economical use of raw mate¬ 
rial, etc. In order to stimulate the initiative of the management and the 
workers in fulfilling the plan, as well as increasing efficiency and therefore 
profits over the planned level, 4 per cent of the planned profits are trans¬ 
ferred into the Manager’s Fund if the planned level of profits has been 
reached. If, however, profits are above the planned figures, 50 per cent of 
the difference between planned and realized profits are transferred to the 
Manager’s Fund. The Manager’s Fund is utilized for housing and improve¬ 
ment of living conditions and for bonuses for employees and for special 
remuneration of the manager. The Manager’s Fund is thus an important 
instrument for the fulfilment of the task set by the economic plan. As stated 
above, after the initial deduction of the statutory 10 per cent by the State 
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and of the 4 percent to the Manager’s Fund the remainder is either totally 
or partially used for increasing fixed and working capital or is transferred 
to the budget as determined in the over-all economic plan. As investment 
plans are determined by factors wholly independent of the profits of the 
enterprise, a considerable part of new investment is usually covered by 
contributions from the budget. 

4 .The budget of the USSR, the budgets of the Union republics and the 
budgets of local authorities and their inter-relationships 

The volume, i.e., the level of expenditure and receipts, of the various 
budgets is naturally determined by the functions performed by governments 
at the different levels. In accordance with article 14 of the Constitution, 
most of the important functions are centralized within the Union Govern¬ 
ment. The scope of the Union budget embraces the financing of the major 
industrial base of the national economy, such as all heavy and war industry, 
all large industrial enterprises and banks; in agriculture, the machine- 
tractor stations, State farms (sovkhoz), irrigation of Union importance and 
forestry; in transport and communications, railways, sea, river and air trans¬ 
port, highways, post, telegraphs and telephones; in trade, all internal trading 
enterprises and foreign trade (State monopoly). The Union budget includes 
expenditure of the State Social Insurance Fund, social security (war pen¬ 
sions, etc.), national defence, police, most of education and public health, 
debt service, etc. Correspondingly, the Union budget includes on the revenue 
side the turnover tax, all other important taxes, deductions from the profits 
of all public enterprises of Union importance, the receipts of the machine- 
tractor stations, the receipts of the State Social Insurance fund, the proceeds 
of loans, etc. 

The budgets of the Union republics embrace administration activities of 
republican importance in accordance with article 76 of the Constitution. 
This article states that the ministries of the Union republics are in charge 
of such administrative activities as are delegated to them by the correspond¬ 
ing ministries of the Union. They supervise and control only a limited 
number of public enterprises, of republican importance, as approved by 
the Presidium of the Supreme Soviet of the USSR. Their receipts are also 
limited and are not sufficient to cover their expenditure. 

The budgets of the local authorities provide for financing the capital 
outlay of public enterprises for the immediate needs oi the local population, 
such as food industries, light industries, electricity, gas, water supply, tram¬ 
ways, etc. Local expenditure includes housing, public works in the cities 
and villages, education, public health, etc. Local budget receipts are derived 
from the turnover tax payable by local enterprises and from certain other 
local taxes. The revenue of the local authorities is generally insufficient to 
cover expenditure. The Union budget is generally over-balanced, whereas 
the budgets of the Union republics and the budgets of local authorities are 
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under-balanced. In order to cover the deficits of the republican budgets and 
the local budgets, grants from the Union budget are used. The grants are 
transferred t<? the republican budget for further distribution between the 
Union republic and the local budgets, or are fixed separately for the Union 
republic and for the budgets of the local authorities. The grants are estab¬ 
lished each year as fixed percentages of the yield of Union taxes and other 
Union receipts. This is the so-called regulatory procedure which is intended 
to provide for all budgets below the Union budget the funds necessary for 
financing expenditure and consequently for fulfilling responsibilities deter¬ 
mined by the economic plan. If the grant is not sufficient to balance the 
Union republic or local authority budget an additional lump sum is pro¬ 
vided in the form of a subsidy. The grants and the subsidies from the Union 
budget to the budgets at lower levels are considered as regulatory receipts 
in distinction to the proper receipts of these budgets. The balancing of the 
budgets of the Union republics and the global balancing of the local budgets 
are sanctioned by the Supreme Soviet of the USSR, and the further allocation 
of the grants among the various local budgets is carried out by the financial 
organs of the Union, Union republics and local authorities. The balancing 
of all budgets implies, of course, the balancing of the over-all State budget. 

5. The State budget as an instrument of control 

The State budget in the course of its execution is an instrument of control 
in the fulfilment of the economic plan. The collection of all taxes and other 
receipts, as well as the expenditure of funds, involves control and directing 
influence toward the goals of the economic plan. Since the scheduled accruals 
of tax revenue from individual enterprises are directly dependent on the 
fulfilment of planned targets (output, cost, etc.), any deviation from the 
quotas established by the plan will be immediately reflected in correspond¬ 
ing changes in their tax payments. Thus the yield from the turnover tax as 
well as from realized profits represents a sensitive financial indicator of 
the extent to which the economic plan for particular enterprises, as well as 
for the economy as a whole, has been realized. This enables the Government 
to limit direct administrative intervention in the management of each par¬ 
ticular enterprise. 

The execution of investment plans is similarly controlled through the 
financial system. All financial transactions of government enterprises are 
made on current account and the banks through which the budgeted funds 
are distributed have a constant check on the daily use of funds granted for 
capital outlay . 3 Without undue interference in the current operations of the 
enterprise, financial authorities may supervise and intervene directly in case 
of necessity. 

3 See below. 
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6. Preparation of the State budget 

The economic plan 4 and the State budget are drawn up under the close 
direction of the Communist Party and the Government. The Central Com¬ 
mittee of the Communist Party and the Council of Ministers of the USSR 
determine the general lines of the economic plan on the basis of data of 
past years. The planning organs proceed to the elaboration of the economic 
plan. In accordance with its directives the Ministry of Finance of the Union 
instructs the other Union ministries in the preparation of the draft budget 
of the Union and the ministries of finance of the Union republics in the 
preparation of the republican and local budgets. 

The ministries of finance of the Union republics submit to the Ministry 
of Finance of the Union the draft budgets of the Union republics and local 
authorities as approved by the councils of ministers of the Union republics. 
The Ministry of Finance of the Union then prepares the draft budget of the 
Union and incorporates all budgets in the joint State budget. The Council 
of Ministers of the USSR examines in detail the draft of the State budget 
and resolves all differences which might exist among the governments at 
lower levels. Then the State budget is approved by the Council of the Min¬ 
istries of the Union and submitted by the Minister of Finance of the Union 
on behalf of the Council of Ministers to the Supreme Soviet of the Union 
(Union Soviet and Soviet of the Nationalities). After examination by 
the respective budget commissions (of the two houses) the State budget 
is adopted in the form of a law. This law fixes all grants to be transferred 
to the republican and local budgets out of the receipts and taxes of the 
Union budget in order to balance receipts and expenditure of all budgets. 
The State budget is voted for one financial year which coincides with the 
calendar year. At the end of the financial year the State budget lapses and 
becomes void and at the beginning of the next year the new budget comes 
into force. 

After adoption of the State budget by the Supreme Soviet of the USSR, 
the ministries of finance of the Union republics make the necessary adjust¬ 
ments in the republican and local budgets. With the necessary corrections 
the budget of the Union Republic and of its local budgets is approved by 
the Council of Ministers of the Union Republic and presented for adoption 
to the Supreme Soviet of the Union Republic. The same procedure is fol¬ 
lowed hy the local authorities in respect to their local budgets. 

7. Execution of the State budget 

In order to facilitate its execution, the annual State budget is supple¬ 
mented by quarterly budgets. The latter are established in conformity with 
the quarterly indices and data in the economic plan, and based on the 
planned rate for implementing all production and operation plans of enter¬ 
prises with allowances for seasonal needs, the requirements of new enter- 

4 The economic plan for a given year is itself based on the Five-Year Plan as approved 
by the Communist Party and Government of the USSR. 
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prises, the progress in capital formation, decrease in production cost, 
changes in turnover, changes in total wages and salaries, etc. Furthermore, 
quarterly budget expenditure and receipts are determined by priorities and 
seasonal needs in effecting expenditure, and by deadlines for payments of 
taxes and other receipts. The execution of one quarterly budget serves as a 
basis for the necessary corrections and adjustments in the following quar¬ 
terly budget. Receipts and expenditures of the quarterly budgets are balanced 
in the same way as the annual State budget. When a balancing of the quar¬ 
terly budgets cannot be easily achieved, certain expenditures of less urgent 
character are transferred to the next quarterly budget. 

The execution of the State budgets is entrusted to the financial authorities 
of the respective governments, in collaboration with the State bank and the 
special banks for long-term investment. 

Public enterprises are obliged to calculate their tax liabilities and pay 
their taxes, such as the turnover tax, income tax of co-operative societies, 
and deductions from profits within the prescribed period. Taxes payable by 
workers and employees of the enterprises are withheld at the source. Indi¬ 
viduals pay their taxes after notification by the appropriate financial authori¬ 
ties of their tax liability as well as of the terms of payment. 

Expenditure is effected by opening credits to the respective ministries, 
services and institutions on the basis of the voted budget appropriations. 
These credits are extended by the financial authorities of the various gov¬ 
ernments (Ministry of Finance of the Union, ministries of finance of the 
Union republics and financial services of local authorities). Such credits are 
opened in accordance with the quarterly budgets, and the disbursing officers 
of each ministry, service or institution draw the necessary funds and make 
the payments. 

The State Bank is the cashier of the different levels of governments with 
a special department dealing with the cash operations on account of the 
State budget. All budget receipts collected are paid into the State Bank 
and all disbursements are paid out by the State Bank. Separate accounts are 
kept for the various budgets: Union budget, republican budgets and local 
budgets. Thus the execution of the State budget on a cash basis is centralized 
with the State Bank and administered by a large number of branches 
throughout the country. In this way the State Bank controls the execution of 
the State budget. Payments into the State Bank are made on the basis of 
documents in three copies: one is the voucher for the State Bank, the second 
is transmitted to the payer with a receipt by the Bank and the third is for¬ 
warded to the respective financial authority (Ministry of Finance). Disburse¬ 
ments are handled in a similar fashion on the basis of documents from the 
financial authorities. These are examined by the Bank to determine the 
authorization of payments from the credits from voted budget appropriations. 

The disbursements for capital investment are effected by special banks 
for long-term investment: industrial banks, agricultural banks, commercial 


98 



banks, etc. For the purpose of control all funds destined for capital con¬ 
struction are concentrated in the special banks and all expenditures out of 
these funds are effected by the special banks. The budget contributions for 
capital outlay are credited periodically by the respective financial authori¬ 
ties to the respective special banks. The depreciation funds as well as the 
profits at the disposal of the enterprise for capital outlay are deposited 
by the enterprise to the special banks. The latter make payments for capital 
works in accordance with the economic plan and supervise the progress of 
construction as well as the prices fixed by the Government for material, 
transport and wages. 

The special banks transmit to the financial authorities monthly statements 
on actual disbursements for capital construction from budgetary appropria¬ 
tions and from the funds of the enterprises. On the basis of these statements 
the financial organs control the funds of the enterprise transferred to the 
special banks and regulate the transfer of the budget appropriations to the 
same banks. At the end of the financial year the actual capital outlay, less 
that portion which has been financed by the internal funds of the public 
enterprises and institutions, is entered in the State budget accounts. 

The State Bank receives from all its branches telegraphic data on the 
cash receipts and cash payments on account of the various budgets and 
transmits this information to the respective financial authorities. These 
reports take place at five-day intervals. The State Bank keeps detailed 
accounts of cash collections and cash payments for the operation of the 
Union budget, the republican budgets and the local budgets on a monthly, 
quarterly and annual basis. These accounts are transmitted to the ministries 
of finance (and financial authorities) for control and checking with their 
own budget accounts and those of the collecting agents and disbursing 
officers. At the end of each quarter the Ministry of Finance of the USSR 
prepares an over-all statement on the execution of the State budget, based 
on the actual quarterly receipts and expenditure of the Union budget, 
republican budgets and local budgets. The closed accounts of the State 
budget for the whole financial year are prepared in the same way. 

8. Closing of the budget accounts 

The budget accounts are closed at the end of the financial year, i.e., 
31 December. Cash payments on the basis of the voted budget appropria¬ 
tions are made until the end of the financial year, after which all unused 
appropriations are cancelled. Receipts collected and payments made after 
31 December on account of the State budget just ended are included in the 
accounts of the new State budget. Not later than 31 December the disbursing 
officers are liable to return to the State Bank all funds which have not been 
disbursed. The refund of these sums cancels the corresponding budget 
appropriations in the same manner as all other non-utilized appropriations. 

While the rule is that the budget accounts are closed at the end of the 
financial year, there is one exception for the most northern territories of 
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the RSFSR. They are allowed an additional period of two months after the 

end of the financial year during which the budget accounts remain open. 

ollection of receipts and payments of expenditure can be made during thin 

additional period on account of claims established and obligations entered 

into during the financial year just ended and included in the budget accounts 
of that year. 

The closed accounts of the State budget contain explanatory notes which 
not only point out the differences between the budget estimates and the 
actual figures, but also reveal the economic, organizational and technical 
causes and conditions which have determined the various items in the State 
budget accounts. These notes also indicate the inter-relations between the 
budget accounts and the accounts of the public enterprises. 

The report on the closed accounts of the State budget prepared by the 
Ministry of Finance of the USSR is submitted for examination to the 
Council of Ministers and is sanctioned by the Ministry of State Control 
(Audit Court). The closed accounts approved by the Council of Ministers 
of the USSR are submitted for adoption to the Supreme Soviet (Soviet of 
the Union and Soviet of Nationalities) together with the State budget esti¬ 
mates for the forthcoming financial year. 

Sources: 

Budget speeches of the Minister of Finance of the USSR, 1938 to 1950. 

N. N. Rovinsky: The Budget of the USSR , 1949 (in Russian). 

K. N. Plotnikov: The Budget of the Socialist State, 1948 (in Russian). 

Serge Cachkel: Le mecanisme des finances sovietiques 1946 (Payot, Paris). 
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